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CARPENTER TECHNOLOGY CORPORATION iS5 ONE
OF THE MOST DIVERSIFIED SPECIALTY MATERIALS
COMPANIES IN THE WORLD. WE MANUFACTURE AND
DISTRIBUTE HUNDREDS OF GRADES OF SPECIALTY
ALLOYS, AS WELL AS ENGINEERED PARTS MADE
FROM METALLIC AND CERAMIC MATERIALS. YOU'LL
FIND THESE SPEC!ALIZED, HIGH-QUALITY MATERIALS
IN AIRCRAFT, AUTOMOBILES, ELECTRONIC DEVICES,
SPORTING GOODS, MEDICAL IMPLANTS AND
INSTRUMENTS, POWER GENERATION EQUIPMENT
AND IN THE OIL PATCH-WHEREVER UNIQUE
PERFORMANCE OR FABRICATION CHALLENGES EXIST.
FROM APPROXIMATELY 55 LOCATIONS WORLD-
WIDE, MORE THAN 5,000 CARPENTER EMPLOYEES

SERVE CUSTOMERS ON FOUR CONTINENTS.




FINANCIAL REVIEW 2002
CARPENTER’'S PERFORMANCE AT A GLANCE
| FISCAL YEARS ENDED JUNE 30 ]

| DOLLARS IN MILLIONS EXCEPT PER SHARE DATA | 2002 1Al 2001 18 2000 !¢}

FOR THE YEAR

Net sales ..o $ 9771 $ 1,324.1 $ 1,109.1
Income (loss) before cumulative effect of accounting changes . . ... ... ... ... ... .. $  (86.0) $ 36.2 $ 53.3
Netincome (10SS) . . . o e $ (118.3) $ 21.1 3 533
Net income (loss) per comumon share:
Basic:
Income (loss) before cumulative effect of accounting changes ... ... ... ... ... ... $  (.35) $ 1.62 $ 2.35
Net income (10SS) . . .. .o e $ (5.41) $ .88 $ 2.35
Diluted:
Income (loss) before cumulative effect of accounting changes . ... ... ... ... . ... $  (.35) $ 1.50 $ 2.31
Netincome (JO8S) . .. . o oo $ (5.41) $ .88 3 2.31
Common dividends per share ... ... ... ... . .. ... e 3 1.32 $ 1.32 $ 1.32
Free cash flow (net cash provided hefore financing activities
less dividends paid) ... ... . L § 896 $ 52.7 $ (67.0)
AT YEAR-END
Total debt .. § 4428 § 522.7 § 5826
Debt to capital ratio . .. .. .. 46.6% 44.6% 47.1%
EBITDA AS A PERCENT OF NET SALES IciiD! NET CASH PROVIDED FROM OPERATIONS NET DEBT (&l
18.8% $573.
n o 15.7% $4744 $5040 - 85149
{ n 1 i ‘ I
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FYes FYss  FY00  FYO1  FYQ2 FYge  FY39  FY00  FY01  FY02 FYes FY9s  FY00  FYQ1  FY02

{ Al Fiscal 2002 includes a $112.3 million charge ($5.06 per diluted and basic share} for a cumutative effect of an accounting change relating to the adoption of SFAS 142, "Goodwill and Other Intangible Assets.”
18} Fiscal 2001 includes a $14.1 million after-tax charge ($.64 per basic share and $.62 per diluted share} for a cumulative effect of an accounting change relating to the adoption of SAB 101

“Revenue Recognition in Financia! Statements.” Fiscal 2001 also includes a special charge of $37.6 million ($24.4 million after-tax or $1.07 per diluted share) related principally to the realignment

of Specialty Alloys Operations, planned divestitures of certain Engineered Products Group businesses and a loss on the disposal of the Bridgeport, Connecticut site.

i€} Net sales prior to fiscal 2001 have been restated due to the adoption, effective July 1, 2000, of the Financial Accounting Standards Board Emerging Issues Task Farce's issuance of EITF 00-10
regarding the classification of freight and handling costs billed to customers.

{D] EBITDA is calculated by taking income tloss) before income taxes and the cumulative effect of accounting changes, and then adding back interest expense, depreciation and amortization.

{E! Net debt equals total debt plus the amount outstanding under the receivables purchase facility less cash.
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DENNIS DRAEGER
| CHAIRMAN AND CHIEF EXECUTIVE OFFICER |
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In fiscal 2002, we were very successful

in generating cash to pay down debt.

An indicator of this is free cash flow, which
we define as net cash before financing
activities but after dividends. For the
year, our free cash flow was $90 million.

Carpenter undertook some important
initiatives during the year, which ultimately
generated cash to reduce debt. We reduced
inventory by $51 million and limited
capital expenditures to $27 million during
the year, compared to $51 million spent
in fiscal 2001.

During the fiscal year, Carpenter
also reduced the salaried and production
workforce by more than 800 people, a
15 percent decline from staffing levels
a year ago.

Our focus on cash generation and cost
reduction allowed us to reduce debt, a
key fiscal year goal. As of June 30, 2002,
we had reduced net debt by $81 million
from June 30, 2001.

Cost reduction efforts can be difficult
to achieve and require the support of
all of our employees. I'm particularly proud
that so many employees curtailed spending
and found innovative, less costly ways
to perform their tasks.

FISCAL 2002 RESULTS

In fiscal 2002, net sales declined 18 percent
to $977 million, compared to $1.2 billion
a year ago, before the adoption of an
accounting standard relating to revenue
recognition. Carpenter had a net loss
from operations of $6.0 million, or $.35
per diluted share, for the year, before the
cumulative effect of an accounting change
related to the valuation of goodwill.

Under this new accounting standard,
goodwill and intangible assets are no
longer amortized. Instead they must be
revalued annually for impairment.
Carpenter’s assessment showed that the
goodwill stemming from some specialty

metals companies acquired in the 1990s

was impaired. The impairment charge
increased the net loss for fiscal 2002 to
$118 million or $5.41 per diluted share.
I think it's important to note that this
charge does not affect our long-term out-
look for the business, nor does it impact
our ability to continue to generate
positive cash flows.

During the year, we continued efforts
to improve the operational effectiveness
and financial performance of our Specialty
Alloys Operations (SAQO), our largest
business. Process improvements in our
manufacturing operations led to $10 million
in variable cost savings. SAQ redesigned
its forecasting and production planning
practices, which resulted in a significant
decline in inventories, and improved
collections and receivable processes. We
continued to focus on market share gain
initiatives and the development of new
products and markets.

Weak markets also impacted Dynamet
and our Engineered Products Group
(EPQ), particularly during the second
half of the year. During fiscal 2002, many
of these businesses were successful in
improving operational effectiveness,
developing new, innovative products, and
forming marketing alliances. In some of
the businesses, we continue to work at
bringing our cost structure in line with
today’s business conditions. These efforts
should help EPG and Dynamet grow
profitably in new markets in the next
few years.

We continue to believe that strategies
developed in the 1990s to grow interna-
tionally and diversify into the manufacture
of metallic and ceramic engineered products
were beneficial to Carpenter. Sales from
outside the United States represented
25 percent of revenues in fiscal 2002 versus
18 percent the previous year.

{ 04]

EXPECTATIONS FOR FISCAL 2003

Recent economic indicators, such as the
Institute for Supply Management’s factory
index, show that the U.S. manufacturing
sector is beginning o recover. We're
encouraged by this trend, since demand
for a large portion of our products tends
to lag key manufacturing indices. At the
same time, we expect that a few of our
most profitable markets will continue to
be weak during fiscal 2003. Sales to the
aerospace and power generation markets
will be pressured by reduced deliveries
of both commercial jet aircraft and
industrial gas turbines.

1 believe that we enter fiscal 2003 as a
company that's well positioned to participate
in an economic recovery and compete
more effectively glotally. We expect our
quarterly earnings to improve gradually
throughout the fiscal year, with the second
half of the year being stronger than the
first half. Improvement will come not just
from a healthier U.S. manufacturing sector
but also from our efforts to expand our
presence in selected accounts and geog-
raphies and from new alliances. We also
should benefit from the three-year tariffs
levied on selected stainless steel bar,
rod and wire products this spring, and
from new and existing unfair trade duties
on imports from certain countries.

We remain commiited to generating
positive cash flow, We believe that our
ongoing working capital initiatives, relating
to prudent inventory management and
collections, coupled with a return to
profitability in fiscal 2003 will allow us
to generate free cash flow and further
pay down debt.

We continue to identify growth oppor-
tunities for fiscal 2003 and beyond. Under-
pinning our success will be our ongoing
efforts to create a high-performance culture
that better aligns our people and programs

with today’s business realities.
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[ CLOCKWISE FROM TOP LEFT: |

BOB TORCOLINI | PRESIDENT AND CHIEF OPERATING OFFICER )
TERRY GEREMSKI | SENIOR VICE PRESIDENT-FINANCE AND CHIEF FINANCIAL OFFICER |
MIKE SHOR [ SENIOR VICE PRESIDENT-SPECIALTY ALLOYS OPERATIONS |
JOHN WELTY [ VICE PRESIDENT, GENERAL COUNSEL AND SECRETARY |
DENNIS DRAEGER | CHAIRMAN AND CHIEF EXECUTIVE OFFICER !

BOB LODGE | VICE PRESIDENT-HUMAN RESCURCES !
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> (arpenter is developing highly differentiated products for selected markets as a way to meet customers’ needs end

<

achieve profitable growth. in fiscal 2002, for example, we began making stainless rebar for construction avpiications, round
wire for use in therinocouples, high-teiperature alloys in strip form for aerospace and automotive applicetions, and
cannulated bar, a hollow bar used 1o make serews {o fix bone {ractures. Some of our newest and most inferesling soecizlly
alloy applications are highlighted in the following pages. » Our goal is for at least 10 percent of SA('s revenue fo come
froin products commercialized in the past five years. For the second consecutive year, we met that goai. ® Through our ware-
houses, woe are generating additional income by offering value-added services such as vendor-managed inventory prograins
to minimize our customers' storage and shipping cosis and frequent delivery services, where we can deiiver product
uirectly to operators on a customer’s plant floor several times a day.

§ WORLIWIDE

» In addition to specialty alloys, Carpenter makes a broad portfolio of engineered materials. We are excited by @ recently

announced parinership invelving our Dynamet subsidiary, which will increase the use of Dynamet’s UPGT (Ultimate
Performance Grade) alloys in high-performance motor sports. As part of its racing market offerings, Dynamet s making bar
and wire in titanium alloys itnportant to that market, including SP700, Tf 17 and Beta. » Since 1997, when we accuired
Dynamet, we have worked successfuily to diversily the titanium product line, end-use markets and geogravhic presence of
tiils business. Today eerospace sales account for 55 percent of titanium sales, dewn from 80 percent a few years ego. » Our
engineered products companies continue to introduce value-added products for new and existing marxets al to develop
new applications for existing products. Carpenter Advanced Ceramics, in particular, continues to have nuicit Jorg-teim,
global growth potential for its structural ceramic, severe-wear-environment produets for the oil and gas, semiconductor and

autorotive industries. We also believe that we can leverage our varied shaped bar and wire capabilities in soveral arge

markets in the coming years. » You can read about some of our significant ana recentiy develeped formed, shaped and

powder metallurgy parts in the following pages.

PREARML NIRG BEILNDIEESY

M

Througnout Carpenter, we seek operational excellence, improved asset utilization anag safer workplaces. We have expanded
the continuous improvement methodsiogies and tools available to our employees, so that we can implement repid and
sustained improvements throughout ail of our processes. Our continuous improvement efforts inchicde the ise of variation
reduction teams—encompassing almost 50 empiloyees using Six Sigme methods— te improve yields, reduce costs, sirearnline
processes and betler satisfy customers. We continue to carefully choose ttmprovernent projects, focusing on those with the
greatest financial impaci. » Although we have not reached our goal of zero injuries, injury rates declined significantiy i fiscal

2002, We continually benchmark best practices and work hard to create a focus on safety across thie organizetion,
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GENERATE ANNUAL
SALES INCREASES AT
LEAST TWICE THAT
OF THE INDUSTRY'S

GROWTH RATE

[2]
RETURN OPERATING
MARGINS TO AT

LEAST 12 PERCENT

{3]
OPTIMIZE CAPITAL
STRUCTURE SO THAT
THE DEBT/CAPITAL
RATIO IS 35 PERCENT

OR LESS

{41
ACHIEVE A
MINIMUM RETURN
ON NET ASSETS

OF 9 PERCENT

LONG-TERM FINANCIAL OBJECTIVES

[ 08}




CORPORATE GOVERNANCE AND ETHICS

It has always been our policy to comply
with the letter and spirit of all laws that
govern our operations and to adhere to
the highest standards of business ethics.
Carpenter publishes a code of conduct,
which is distributed bi-annually to all
employees. Managers must certify their
compliance with the code.

As a stockholder, you should be
pleased that your company already has
many strong corporate governance
practices in place. For example:

> Twelve of the 14 directors on the
Board are independent, and only
they serve on the Board’s three
standing committees;

> The outside directors meet without
management twice a year; and

> The audit/finance committee:
(1) meets regularly with both our
outside auditors and our director of
internal audit without management,
(2) must approve any significant
non-audit engagements with our
accounting firm, and (3) is primarily
responsible for recommending
the independent accountants
to stockholders.

LEADERSHIP TRANSITIONS

Effective July 1, Robert J. Torcolini

was elected president, chief operating
officer and to the Board of Directors

of Carpenter. Bob has had a long and
varied career at Carpenter, which has
given him significant insight into all
aspects of our businesses. He has global
operating knowledge and an in-depth
understanding of our products and
markets. Bob’s diverse experience provides
a unique perspective as we continue to
move our company forward.

Another new director on Carpenter's
Board is Gregory A. Pratt, vice chairman
and a director of OAO Technology
Solutions, Inc., which provides information
technology (IT) solutions and professional
services. Greg is both a CPA and an
entrepreneur who has spent his career
in the IT sector. We are pleased to have
him join the Board.

At last fall's annual stockholders’
meeting, C. McColister Evarts, M.D.,
retired from our Board. The CEQ emeritus
at The Milton S. Hershey Medical Center,
and senior vice president for health
affairs and dean emeritus of The

Pennsylvania State University’s College
of Medicine had served with distinction
on Carpenter's Board for 11 years. We
wish him well in his future endeavors,

At Carpenter, we are fortunate
to have an active Board, employees
acknowledged in the industry for their
technical expertise, a diverse manufac-
turing capability, and state-of-the-art
equipment. The specialty materials
we make are needed worldwide to
make a wide array of products useful.
With these assets as our bedrock, 'm
confident that Carpenter will improve
its performance in the future.

Thank you for your continued support.

@M @ﬂ%

Dennis M. Draeger
Chairman and Chief Executive Officer
August 22, 2002

This annual report contains various “Forward-Looking Statements” pursuant to the "safe harbor provisions" of the Private Securities Litigation Reform Act of 1995. These statements, which represent
Carpenter's expectations ar beliefs concerning various future events, include statements concerning future revenues and continued growth in various market segments. These forward-looking
statements are subject to risks and uncertainties that could cause actual results to differ from those projected, implicated or implied. The most significant of these uncertainties are described in
Carpenter's Form 10-K and include (but are not limited to): 1 a high level of stainless imports, unfair trade practices of foreign producers, and worldwide excess capacity for certain ailoys that
Carpenter produces; 2) the cyclical nature of the speciaity materials business and certain end-use markets including aerospace, automotive and consumer durabies, all of which are subject to

changes in general economic and financial market conditions; 3) the ability of Carpenter to recoup increased costs of fuel, such as natural gas, and raw materials, such as nickel, through increased
prices and surcharges; 4} fluctuations in currency exchange rates, resulting in increased competition and downward pricing pressure on Carpenter products; and 5) fluctuations in stock markets that
could impact the vaiuation of the assets in Carpenter's pension trusts and the accounting for pension assets. Any of these factors could have an adverse and/or fluctuating effect on Carpenter’s
results of operations. The forward-looking statements in this document are intended to be subject to the safe harbor protection provided by Section 274 of the Securities Act of 1933, as amended,
and Section 21E of the Securities Exchange Act of 1834 as amended. Additional risk factors may be described from time to time in Carpenter filings with the Securities and Exchange Commission.
Carpenter undertakes no obligation to revise any forward-looking statemaents.

{09}
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faj WHAT IF > YOU AND FRANKENSTEIN
HAD SOMETHING IN COMMON?

[A] Surgeons reconnecting broken bones often
use cannulated screws, a more high tech approach than
the bolts you see sticking out of a Frankenstein
Halloween mask. These screws are hollow, allowing for
more precise positioning to best fix a fracture. They
must be very strong and able to take the torque to insert
them. Today, Carpenter provides the small-diameter,
heavy-walled tubing (cannulated bar) made out of
BioDur® 108 alloy to make cannulated screws. This
highly engineered product has another feature that's
attractive if you're allergic to nickel: Unlike many alloys
used within the body, BioDur 108 has virtually no
nickel in its formulation.

P11




fa} WHAT IF > YOU WERE A COMPUTER
GEEK? OR A COUCH POTATO?

A} Either way, you spend hours staring into the
images on a monitor. Carpenter’s electronic alloys, sold |
in narrow strip form, help make those images appear on
both PC and television monitors. They're used in a moni-
tor's metal anode button, which is sealed to the glass
picture tube to complete the electrical circuit. They're
used in special springs to make sure that the picture
stays clear and the colors stay correct, even after hours
of operation. And they're used in five components within
t electron guns, which spew a stream of electrons across
the face of a phosphor screen. Simply put, electron guns
help you see your favorite sitcom or electronic game
I superhero on the small screen.

s




[al] WHAT IF > SHE COULDN'T S!IT DOWN?

| A} As America recovers from the tragic events of
September 11, 2001, one icon in New York Harbor serves
as a reminder of the country’s strength: the Statue of
Liberty. Helping her stand erect for generations to come
are the more than 10,000 pounds of Type 316L stainless
bar that Carpenter donated in 1984 to help replace the
statue’s badly corroded iron skeletal structure.




(Q} WHAT IF > THE TOOLS YOU COUNTED
ON EVERY DAY LASTED 15 TIMES LONGER?

[A] Tools used by manufacturers to hot form
and forge automotive parts take a beating, leading to
replacement in as little as several hours. Users of
Carpenter Powder Products’ Dynaforge tooling, however,
have found that their powder metal tools last up to

15 times longer, saving them both money and setup
time. Dynaforge tools are custom tools commonly
formed by consolidating metal powders into a near-net
shape preform. Also, engineers can tailor the material
composition in each nook and cranny of the tool,
putting high-temperature, wear resistant materials only
where they're most needed.

[Q] WHAT IF > A PACEMAKER MADE YOUR
HEART TICK?

[A] You'd want to make sure that the wire embed-
ded in your heart muscle worked reliably approximately
80 times a minute-—an incredible 40 million times a year.
Carpenter Specialty Wire Products starts with a super
corrosion-resistant alloy strong enough for the job,
drawing it down to fine wire diameters. Our customers
then complete the process under the most stringent of
quality performance parameters.

(Q] WHAT IF > YOU WERE THE BEST SNOW-
CROSS RACER AT AGE 187

[A] Then you'd keep improving your snowmobile
to stay a winner for years to come. Tucker Hibbert
began racing snowmobiles professionally at age 14 and,
at 15, became the youngest person to win a gold medal
at the X-Games. Tucker’s sport is snowcross, a race
that traverses snowy, rutted hills. His winning formula
includes the use of coil springs made from Dynamet
UPG™ (Ultimate Performance Grade) Beta, a titanium
alloy we specially process for high-perforrnance motor-
sports. Under a new strategic partnership, UPG Beta is
exclusively available for racing applicatiors from Renton
Coil Springs, a Renton, Wash., based designer and
fabricator of specialty springs.

[Q] WHAT IF > A BRIDGE COULD SERVE TWQ
GENERATIONS, NOT JUST ONE?

(Al Near the town of Coos Bay, Ore., engineers

say a new, cost-efficient bridge being built will serve the
community 120 years, nearly 2.5 times the service life

of the bridge it’s replacing. That’s despite corrosive,
salt-laden air and fog and potentially devastating earth-
quakes. The reason? The use of alloy 2205, a very strong
yet ductile duplex stainless steel that is rolled into
spiral-ribbed rebar, then sold by Talley Metals, a
Carpenter subsidiary.
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[a] WHAT IF > THE METAL THAT MELTS AT
1540°C HAD TO STAY PERFECTLY SOLID AT 1500°C?

[A) Inside the hottest part of a jet engine, a
metal turbine blade must be able to operate at 1500° C.
A normal metal would melt at that temperature. But
engine manufacturers have a few tricks to overcome
this. They use nickel-based superalloys, such as

Carpenter Pyromet® 718 Alloy, for certain engine and
airframe parts. And they use silica ceramic cores by
Certech, a Carpenter subsidiary, to create intricate
cooling passages inside the blades.




lal WHAT IF > YOU COULD HIT THE GREEN
IN TWO SHOTS, NOT THREE?

Al Just choose your clubs carefully. Carpenter’s
TourAlloys® family of alloys is found in the faceplate of
more than 48 clubs created by eight of the world’s leading
golf club designers. Greater tensile strength and hard-
ness in the face plate—attributes of both Carpenter
AerMet® alloy and Carpenter Custom 465® stainless, two
aerospace alloys in the TourAlloys family—can transfer
more of the energy of your swing to the ball. In simple
terms, that means your club can add distance to your
drives, making your ball fly and your weekend golf game
a lot more fun,







nched what may become a $200 billion wgu@ r plane program.

ecade and be produced for more than 30 years. Flying
wer Pyrowear 675 stainless steel. @ fact, each plane

h@ maintenance-free Pyrowear parts withstand high tem-
nozzie 90 degrees—a neat trick that allows a plane to
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WHAT IF > YOUR NEW HOME'S WATER
SUPPLY WAS MORE SECURE?

Q]

tA] Sometimes what you can’t see can annoy you.
Take the underground pipes that deliver water to your
house. If the pipes disconnect, you've got a water main
break—and a temporary drought in your house. Today
Rathbone Precision Metals, a Carpenter subsidiary, uses
custom dies to draw bars of Carpenter TrimRite® stain-
less steel into a shape with sharp teeth to bite into cast
iron pipe. This toothy shaped bar is diced into segments,
then assembled into gaskets that grip underground
pipes. The gasket keeps water and sewer pipes securely
connected underground—even though the earth around
the pipes may be constantly shifting.




Q] WHAT IF > YOUR METAL VALVES LASTED
AS LONG AS A CHEAP SUIT?

A} Specialty metals are pretty hearty materials.
They can take a lot of wear and tear. But sometimes the
fluids used to process your product are so naturally
corrosive—or the service environment for your part so
severe—that metal valves wear out quickly. That’s when
advanced ceramics like alumina and zirconia are more

cost effective. In fact, Carpenter Advanced Ceramics

transforms ceramic powders into valve components that
can outlast their metal counterparts by a factor of
15 or more.




[Qj WHAT IF > THE CURVES ON YOUR

BODY NEEDED FIXING?

[A] Accidents happen, and sometimes a bone
break is so severe that a surgeon must refasten the bone
segments by screwing a curved metal plate on top of
them. Dynamet, a Carpenter subsidiary, makes shaped
titanium bar in varied widths and profiles for medical
bone plate manufacturers worldwide. That’s because
one “curve” doesn’t fit all bones.

fQ] WHAT IF > AFTER 46 WINTRY YEARS,

YOU FINALLY WEREMN'T LEFT OUT IN THE COLD?

[A] A bobsled’s runners can help you glide to
victory. Or not. Made of very hard materials, a bobsled’s
chattering runners must speed it down the course yet
absorb some of the vibration generated. Before the 2002
winter games, the U.S. Olympic bobsled team hadn’t
won a medal since 1956. This year’s U.S. team used one
of Carpenter’s metallurgists to select the best alloys for
its runners and won another kind of hardware in the
process: two Olympic medals.

WHAT IF > MORE SOLDIERS" LIVES
COULD BE SAVED?

[al

[A] The U.S. military is becoming increasingly
reliant on precision-guided munitions, smart air-to-ground
missile systems that seek out an enemy armored vehicle,
ship or bunker. Among these weapon systems are
“Hellfire” missiles, which first gained fame for their
devastating accuracy during Operation Dasert Storm
and later were used extensively in Afghanistan. Inside
the Hellfire is a pressurized container made of Carpenter
Custom 455° stainless steel. The container is filled with
gas and is used to deploy directional fins. Then a sensor
in the nose of the Hellfire guides the missile to its target.
Helicopters can launch the economical Hellfire at longer
standoff distances than any other Army missile now in
use, providing an added measure of safety to troops.

[Qj WHAT IF > YOU COULD HELF
RESEARCHERS LEARN MORE ABOUT THE ORIGINS
OF THE UNIVERSE?

(A Being constructed in an underground tunnel
near Geneva, Switzerland, is a particle collider, a kind

of racetrack that will be used by researchers at the
European Organization for Nuclear Research (CERN)

to understand more about matter and the forces holding
it together. Colliders accelerate particles in opposite
directions at just under the speed of light, and when the
particles finally meet, there’s a burst of energy. Almost
instantly, this energy changes back into particles—just
as matter must have formed from energy early in the
universe. Carpenter Powder Products’ stainless powders
meet the demanding material requirements for the
220-pound magnet covers to be used in CERN's “Large
Hadron Collider.” These powder metallurgy products,
like the research at CERN, are on a grand scale.

Most powder parts typically weigh less than a pound.
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[a) WHAT IF > VETTE OWNERS HAD SOME-
THING YOU DIDN’T?

Al There are probably a few reasons why Chevy
Corvettes are status symbols. Perhaps their welded
titanium exhaust pipes? These pipes begin their lives as
sheets of strong, lightweight, durable, corrosion-resist-
ant, heat-tolerant titanium. Carpenter Special Products
Corporation forms the sheets into precise welded tubes,
using the same process employed to make airplane duct
tubing. After being assembled into a Corvette's exhaust
system, the pipes are ready to take another kind of heat,
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934 (No Fee Required)

For the fiscal year ended June 30, 2002

Commission file number 1-5828

CARPENTER TECHNOLOGY CORPORATION

(Exact name of Registrant as specified in its Charter)

Delaware 23-0458500
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) ldentification No.)

1047 N. Park Road,

Wyomissing, Pennsylvania 19610-1339
{Address of principal executive offices) {Zip Code)

610-208-2000

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

(Name of each exchange
(Title of each class) on which registered)

Common stock, par value $5 per share New York Stock Exchange

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by
Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for
such shorter period that the registrant was required to file such reports), and (2) has been subject to
the filing requirements for at least the past 90 days. Yes No []

Indicate by check mark if disctosure of delinquent filers pursuant to ltem 405 of Regulation S-K is
not contained herein, and will not be contained, to the best of registrant’'s knowledge, in definitive proxy
or information statements incorporated by reference in Part 1l of this Form 10-K or any amendment to
this Form 10-K. []

As of August 31, 2002, 22,343,752 shares of Common Stock of Carpenter Technology
Corporation were outstanding. The aggregate market value of Common Stock held only by non-

affiliates was $414,190,061 (based upon its closing transaction price on the Composite Tape on
August 30, 2002).

DOCUMENTS INCORPORATED BY REFERENCE

Part 1l incorporates by reference certain information from the 2002 definitive Proxy Statement,
dated September 26, 2002.

The Exhibit Index appears on pages E-1 to E-4.
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PART I

ltem 1, Business
(a) General Development of Business:

Carpenter Technology Corporation (hereinafter called “the Company” or “Carpenter”),
incorporated in 1904, is engaged in the manufacturing, fabrication, and distribution of specialty metals
and certain engineered products. There were no significant changes in the form of organization or mode
of conducting business of Carpenter during the year ended June 30, 2002.

(b) Financial Information About Segments:

Carpenter is organized on a product basis: Specialty Alloys Operations, Titanium, Carpenter
Powder Products, and Engineered Products. For segment reporting, the Specialty Alloys Operations,
Titanium, and Carpenter Powder Products segments have been aggregated into one reportable segment,
Specialty Metals, because of the similarities in products, processes, customers, distribution methods
and economic characteristics. See note 19 to the consolidated financial statements included in Item 8.
“Financial Statements and Supplementary Data” for additional segment reporting information.

(¢) Narrative Description of Business:
(1) Preducts:

Carpenter primarily processes basic raw materials such as chromium, nickel, titanium, iron scrap
and other metal alloying elements through various melting, hot forming and cold working facilities to
produce finished products in the form of biliet, bar, rod, wire, narrow strip, special shapes, and hollow
forms in many sizes and finishes and produces certain metal powders and fabricated metal products. In
addition, ceramic and metal-injection molded products are produced from various raw materials using
molding, heating and other processes.

Specialty Metals includes the manufacture and distribution of stainless steels, titanium, high
temperature alloys, electronic alloys, tool steels and other alloys in billet, bar, wire, rod, strip and
powder forms. Specialty Metals sales are distributed directly from Carpenter’s production plants and its
distribution network as well as through independent, distributors.

Engineered Products includes the manufacture and sales of structural ceramic products, ceramic
cores for the casting industry, metal-injection molded products, tubular metal products for nuclear and
aerospace applications, custom shaped bar and ultra hard wear materials.

The major classes of products are:
Stainless steels—
A broad range of corrosion resistant alloys including conventional stainless steels and
many proprietary grades for special applications.
Special alloys—

Other special purpose alloys used in critical components such as bearings and fasteners.
Heat resistant alloys that range from slight modifications of the stainless steels to complex
nickel and cobalt base alloys. Alloys for electronic, magnetic and electrical applications
with controlled thermal expansion characteristics, or high electrical resistivity or special
magnetic characteristics. Fabrication of special stainless steels and zirconium base alloys
into tubular products for the aircraft industry and nuclear reactors.
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Ceramics and other materials—

Certain engineered products, including ceramic cores for casting ranging from small
simple configurations to large complex shapes and structural ceramic ccmponents. Also,
metal injected molded designs in a variety of materials, ultra-hard parts and precision
welded tubular products, as well as drawn solid tubular shapes.

Titanium products—

A corrosion resistant, highly specialized metal with a combination of high strength and
low density. Most common uses are in aircraft, medical devices, sporting equipment and
chemical and petroleum processing.

Tool and other steels—-

Tool and die steels which are extremely hard alloys used for tooling and other wear-
resisting components in metalworking operations such as stamping, extrusion and
machining. Other steels include carbon steels purchased for distribution and other
miscellaneous products.

(2) Classes of Products:

The approximate percentage of Carpenter’s net sales contributed by the major classes of products
for the last three fiscal years are as follows:

2002 2001 2000
($ in millions)

Stainlesssteels ..................... $395.7 40% $ 513.0 43% $ 5324 48%
Specialalloys .................cu... 367.9 38% 425.6  36% 3106 28%
Ceramics and other materials ........ 940 10% 1150 10% 99.8 9%
Titanium products .................. 82.5 8% 81.2 7% 88.7 8%
Tool and othersteels ................ 37.0 4% 51.3 4% 77.6 7%
Net sales before accounting change ... 977.1 100% 1,186.1 100% 1,109.1 100%
Effect of accounting change .......... — 138.0 =
Totalnetsales...................... $977.1 $1,324.1 $_1, 109.1

In the fourth quarter of fiscal 2001, Carpenter changed its method of accounting for revenue
recognition in accordance with the guidance of the Securities and Exchange Commission’s Staff
Accounting Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements”. Carpenter’s
standard terms of sale for most of its sales included a provision that title to the goods was retained as a
security interest until payment was received, even though the risks and benefits of ownership were
passed to the customer at the time of shipment. Under SAB 101, except for certain foreign units,
revenue cannot be recognized until title passes to the customer, which in Carpenter's case was when
payment was received. This bulletin was adopted prospectively, and therefore did not result in a
restatement of any results reported prior to July 1, 2000.

On April 1) 2001, Carpenter changed its terms of sale so that revenue is recognized when product is
shipped, in accordance with its historical practice. The combined effect of SAB 101 and the change in
terms of sale increased fiscal 2001 sales by $138.0 million and income before cumulative effect of
accounting change by $14.1 million, net of $9.4 million of tax. The cumulative effect at July 1, 2000 of
this change in accounting principle was a charge of $14.1 million after taxes, or $.62 per diluted share.

As a result of adopting SAB 101 in fiscal 2001, all revenues reported through March 31, 2001 were
deferred until cash was received. Results for the quarter ended June 30, 2001 included revenues from
sales made in the quarter as well as collections on prior sales.
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The fiscal 2001 restatements affected the quarterly distribution of earnings during fiscal 2001, but
had no effect on total net income or earnings per share for that year. Carpenter’s consolidated
statements of operations and cash flows for the first three quarters of fiscal 2001 have been restated in
the fiscal 2001 10-K to include the effects of conforming to SAB 101. See note 1 to the consolidated
financial statements included in Item 8. “Financial Statements and Supplementary Data”.

Fiscal 2000 net sales have been restated due to the adoption, effective July 1, 2000, of the Financial
Accounting Standards Board Emerging Issues Task Force’s issuance of EITF 00-10 regarding the
classification of freight and handling costs billed to customers. See note 1 to the consolidated financial
statements included in Item 8. “Financial Statements and Supplementary Data”.

(3) Raw Materials:

Carpenter’s Specialty Metals segment depends on continued delivery of critical raw materials for its
day-to-day operations. These raw materials are nickel, ferrochrome, cobalt, molybdenum, titanium,
manganese and scrap. Some of these raw materials sources are located in countries subject to potential
interruptions of supply. These potential interruptions could cause material shortages and affect the
availability and price.

Carpenter is in a strong raw material position because of its long-term relationships with major
suppliers. These suppliers provide availability of material and competitive prices for these key raw
materials to help Carpenter maintain the appropriate levels of raw materials.

(4) Patents and Licenses:

Carpenter owns a number of United States and foreign patents and has granted licenses under
some of them. Certain of the products produced by Carpenter are covered by patents of other
companies from whom licenses have been obtained. Carpenter does not consider its business to be
materially dependent upon any patent or patent rights.

(5) Seasonality of Business:

Carpenter’s sales and operational results are normally influenced by seasonal factors. The first fiscal
quarter (three months ending September 30) is typically the lowest—principally because of annual plant
vacation and maintenance shutdowns in this period by Carpenter as well as by many of its customers. The
second half of the fiscal year is typically stronger than the first half. However, the timing of major changes
in both the general economy and the markets for Carpenter’s products, as occurred in fiscal 2002, can alter
this pattern. The tragic events of September 11t and the corresponding effects on many economic drivers,
as well as weaker demand, especially in the aerospace and power generation markets, and a leaner
product mix contributed to net sales being much lower than normal in the fourth quarter of fiscal 2002
(three months ended June 30). Over the longer time frame, the historical patterns generally prevail.

The chart below shows the percent of net sales by quarter for the past three fiscal years:

Pro Forma
Including Excluding
SAB 101 SAB 101D

Quarter Ended 2002 2001 2001 2000
September30 ............ ... .. ..., 26% 22% 24% 22%
December3l .......... ... ... ... 25% 22% 24% 23%
March3l ... e i 26% 23% 26% 27%
June 30 ... 23% 33% 26% 28%

100% 100% 100% 100%

) Refer to previous discussion of SAB 101 included in Item 1(c)(2) Classes of Products.
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The above trends were also affected by the acquisitions of businesses. Fiscal 2000 includes the
effects of the acquisition of Anval on February 1, 2000.

(6) Customers:
Carpenter is not dependent upcn a single customer, or a very few customers, to the extent that the
loss of any one or more would have a materially adverse effect.

(7) Backlog:

As of June 30, 2002 Carpenter had a backlog of orders, believed to be firm, of approximately $190
million, substantially all of which is expected to be shipped within the current fiscal year. The backlog
as of June 30, 2001 was approximately $305 million. A number of different products may, in certain
instances, be substituted for Carpenter’s finished products.

(8) Competition:

Carpenter’s business is highly competitive. Carpenter supplies materials to a wide variety of end-
use market sectors, none of which consumes more than about 30 percent of Carpenter's cutput, and
competes with various companies depending on end-use sector, product or geography. A number of
different products may, in certain instances, be substituted for Carpenter’s finished products.

There are approximately 10 domestic companies producing one or more similar specialty metal
products that are considered to be major competitors to the specialty metals operations in one or more
product sectors. There are several dozen smaller producing companies and converting companies in the
United States who are competitors. Carpenter also competes directly with several hundred independent
distributors of products similar to those distributed by Carpenter. Additionally, numerous foreign
producers export into the United States various specialty metal products similar to those produced by
Carpenter. Furthermore, new stainless steel capacity continues to be added worldwide. In 2001, a report
prepared by the Specialty Steel Industry of North America indicated that more than one million tons of
new stainless bar and rod capacity is expected to be added worldwide by 2004. This represents about a
40 percent increase in current total global stainless bar and rod capacity. Most of this new capacity is
expected to be focused on the production and worldwide consumption of stainless commodity
products.

Imports of foreign specialty steels, particularly stainless steels, have long been a concern to the
domestic steel industry because of the potential for unfair pricing by foreign producers. Such pricing
practices have usually been supported by foreign governments through direct and indirect subsidies.
These unfair trade practices have resulted in high import penetration into the U.S. stainless steel
markets, with calendar year 2001 levels at about 46% for stainless bar, 79% for stainless rod and 51% for
stainless wire.

Because of the unfair trade practices and the resulting injury, Carpenter has joined with other
domestic producers in the filing of trade actions against foreign producers who have dumped their
stainless steel products into the United States. As a result of these actions, the U.S. Department of
Commerce issued antidumping orders for the collection of dumping duties on imports of stainless bar
from Brazil, India, Japan and Spain at rates ranging up to about 63% of their value and on imports of
stainless rod from Brazil, France and India at rates ranging up to about 49% of their value. Those orders
will continue in effect until January 2006 and July 2005, respectively.

Additional antidumping orders are in place with regard to imports of stainless rod from Italy, Japan,
Korea, Spain, Sweden and Taiwan at rates ranging up to 34% of their value. Countervailing duty orders
are also in place against stainless rod imports from Italy. These orders were established in 1898 and will
continue in effect until September 2003. New antidumping orders were issued in March 2002 against
imports of stainless bar from France, Germany, Italy, Korea and the United Kingdom and will continue
in effect until March 2007.

In a related matter, President George W. Bush announced in June 2001 the implementation of a
three-part multilateral initiative on steel. The first part consisted of the initiation with the ITC of a
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Section 201 trade action against imports of selected steel products, including several specialty steel
products. This action led to the imposition of additional tariffs for a period of three years against
imports of stainless bar, rod and wire from most of the steel producing countries of the world. The other
two parts included the initiation of multilateral negotiations to reduce excess world steel capacity and
to eliminate government subsidies and other trade distortive practices.

(9) Research, Product and Process Development:

Carpenter’s expenditures for company-sponsored research and development were $12.9 million,
$14.7 million and $14.4 million in fiscal 2002, 2001 and 2000, respectively.

(10) Environmental Regulations:

Carpenter is subject to various stringent federal, state, local and foreign environmental laws and
regulations relating to pollution, protection of public health and the environment, natural resource
damages and occupational safety and health. The liability for future environmental remediation costs is
evaluated by management on a quarterly basis. Carpenter accrues amounts for environmental
remediation costs which represent management’s best estimate of the probable and reasonably
estimable costs relating to environmental remediation. For further information on environmental
remediation, see the Contingencies section included in Item 7. “Management’s Discussion and Analysis
of Financial Condition and Results of Operations” and note 12 to the consolidated financial statements
included in Item 8. “Financial Statements and Suppiementary Data”.

The costs of maintaining and operating environmental control equipment were $5.1 million and $6.1
million for fiscal 2002 and 2001, respectively. The capital expenditures for environmental control
equipment were $.4 million and $1.3 million for fiscal 2002 and 2001, respectively. Carpenter anticipates
spending approximately $2.6 million on major domestic environmental capital projects over the next
five fiscal years. This includes approximately $.7 million in both fiscal 2003 and 2004. Due to the
possibility of future regulatory developments, the amount of future capital expenditures may vary from
these estimates.

(11) Employees:

As of June 30, 2002, Carpenter and its affiliates had 5,163 employees, including 282 on indefinite
furlough. As of June 30, 2001, Carpenter and its affiliates had 5,767 employees, including 53 on indefinite
furlough. ~

(d) Financial Informaticn About Foreign and Domestic Operations and Export Sales:

Sales outside of the United States, including export sales, were $249.1 million, $244.2 million and
$209.7 million in fiscal 2002, 2001 and 2000, respectively.

Reference note 19 to the consolidated financial statements included in Item 8. “Financial
Statements and Supplementary Data”.

item 2. Properties

The primary locations of Carpenter's specialty metals manufacturing plants are: Reading,
Pennsylvania; Hartsville, South Carolina; Washington, Pennsylvania; Orangeburg, South Carolina;
Bridgeville, Pennsylvania; Orwigsburg, Pennsylvania; Clearwater, Florida and Crawley, England. The
Reading, Hartsville, Washington, Orangeburg, Bridgeville, Orwigsburg and Crawley plants are owned.
The Clearwater plant is owned, but the land is leased.
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The primary locations of Carpenter’'s engineered products manufacturing operations are: Wood-
Ridge, New Jersey; Wilkes-Barre, Pennsylvania; Twinsburg, Ohio; Auburn, California; El1 Cajon,
California; Palmer, Massachusetts; Corby, England; Querétaro, Mexico and Monash, Australia. The El
Cajon, Corby and Querétaro plants are owned, while the rest of the locations are leased. The land at the
El Cajon plant is leased.

The Reading plant has an annual practical melting capacity of approximately 231,000 ingot tons of
its normal product mix. The annual tons shipped will be considerably less than the tons melted due to
processing losses and finishing operations. During the years ended June 30, 2002 and 2001, the plant
operated at approximately 67 percent and 76 percent, respectively, of its melting capacity.

The Talley Metals plant in Hartsville, South Carolina has an annual hot rolling capacity of
approximately 78,500 tons. The annual tons shipped will be less than the tons hot rolled due to
processing losses and finishing operations. During the year ended June 30, 2002 and 2001, the plant
operated at approximately 57 percent and 56 percent, respectively, of its hot rolling capacity.

Carpenter also operates regional customer service and distribution centers, most of which are
leased, at various locations in several states and foreign countries.

The plants, customer service centers, and distribution centers of Carpenter have been acquired or
leased at various times over several years. There is an active maintenance program to keep facilities in
good condition. In addition, Carpenter has had an active capital spending program to replace equipment
as needed to keep it technologically competitive on a world-wide-basis. Carpenter believes its facilities
are in good condition and suitable for its business needs.

ltem 3. Legal Proceedings

Pending legal proceedings involve ordinary routine litigation incidental to the business of
Carpenter. There are no material proceedings to which any Director, Officer, or affiliate of Carpenter, or
any owner of more than five percent of any class of voting securities of Carpenter, or any associate of
any Director, Officer, affiliate, or security holder of Carpenter, is a party adverse to Carpenter or has a
material interest adverse to the interest of Carpenter or its subsidiaries. There is no administrative or
Jjudicial proceeding arising under any Federal, State or local provisions regulating the discharge of
materials into the environment or primarily for the purpose of protecting the environment that (1) is
material to the business or financial condition of Carpenter, (2) involves a claim for damages, potential
monetary sanctions or capital expenditures exceeding ten percent of the current assets of Carpenter, or
(3) includes a governmental authority as a party and involves potential monetary sanctions in excess of
$100,000.

ftem 4. Submission of Matters to a Vote of Security Holders

Not applicable.

Executive Officers of the Regisirant

Listed below are the names of corporate executive officers as of fiscal year end, including those
required to be listed as executive officers for Securities and Exchange Commission purposes, each of
whom assumes office after the annual organization meeting of the Board of Directors which
immediately follows the Annual Meeting of Stockholders. All of the corporate officers listed below have
held responsible positions with the registrant for more than five years except for Terrence E. Geremski,
who joined Carpenter January 29, 2001.




Dennis M. Draeger, previously Carpenter’'s Chairman, President and Chief Executive Officer,
became Chairman and Chief Executive Officer effective July 1, 2002. Prior to his being Chairman,
President and Chief Executive Officer, Mr. Draeger was President and Chief Operating Officer from
June 1999 through July 2001, Executive Vice President of Carpenter beginning 1998 and Senior Vice
President—Specialty Alloys Operations beginning 1996. Mr. Draeger was a Director of Carpenter from
1992 through June 1996, at which time he resigned from the Board, and was re-elected as a Director
effective June 1, 1999.

Terrence E. Geremski was elected Senior Vice President—Finance and Chief Financial Officer
effective January 29, 2001. Mr. Geremski previously served as Executive Vice President and Chief
Financial Officer and as a director of Guilford Mills, Inc., Greensboro, North Carolina. He was employed
by Guilford Mills in various financial positions from 1992 through August 2000, with the most current
position held being Executive Vice President and Chief Financial Officer. Mr. Geremski’s experience
also includes Dayton Walther Corp., Dayton, Ohio; Varity Corp. (formerly Massey-Ferguson), Toronto,
Ontario and Buffalo, New York; and Morris Bean & Co., Yellow Springs, Ohio. He began his career with
Price Waterhouse in Chicago. Guilford Mills filed for reorganization under Chapter 11 of the federal
bankruptcey laws on March 13, 2002.

Michael L. Shor was elected Senior Vice President—Specialty Alloys Operations, effective January
31, 2000. Prior to that, Mr. Shor held the following positions within Specialty Alloys Operations: Vice
President—Manufacturing Operations from March 3, 1997 through January 30, 2000; General Manager—
Global Marketing and Product Services from July 13, 1995 through March 2, 1997, and General
Manager—Marketing from October 1, 1994 through July 12, 1995.

Robert J. Torcolini was elected Carpenter’s President and Chief Operating Officer and Director,
effective July 1, 2002. Mr. Torcolini had been Senior Vice President—Engineered Products Operations,
since January 31, 2000, President of Dynamet, Incorporated, a subsidiary of Carpenter Technology
Corporation since February 28, 1997 and was Vice President—Manufacturing Operations—Specialty
Alloys Operations from January 29, 1993 through February 27, 1997.

Assumed Present

Name A£ Positions Position
Dennis M. Draeger .................... 61 Chairman and
Chief Executive Officer
Director July 2002
Terrence E. Geremski ................. 55 Senior Vice President—
Finance & Chief Financial Officer January 2001
Robert W.Lodge ...................... 59 Vice President—
Human Resources September 1991
Michael L.Shor .............. ... ...... 43  Senior Vice President— »
Specialty Alloys Operations January 2000
Robert J. Torcolini .................... 51 President and
Chief Operating Officer
) Director July 2002
JohnR. Welty ......... .. .. ... ..... 53 Vice President,
General Counsel & Secretary January 1993




PART i
ltem 5. Market for the Registrant’s Common Stock and Related Stockhoider Matters

Common stock of Carpenter is listed on the New York Stock Exchange. The ticker symbol is CRS.
The high and low market prices of Carpenter’s stock for the past two fiscal years are indicated below:

2002 2001,

Quarter Ended: High Low High Low

September 30 .. ..ottt e $29.90 $19.83 $33.25 621.00
December3l ...t $27.37 $21.26 $38.25 $26.25
March 3l ..o $29.20 $21.90 $34.81 $25.80
JUNE B0 .o e $30.55 $25.90 $31.80 $25.35
ANNUAl .o $30.55 $19.83 $38.25 $21.00

The range of Carpenter’s common stock price from July 1, 2002 to September 13, 2002 was $18.50
to $28.81. The closing price of the common stock was $19.56 on September 13, 2002.

Carpenter has paid quarterly cash dividends on its common stock for 96 consecutive years. The
quarterly dividend rate was $.33 per share for the past three fiscal years.

Carpenter had 5,211 common stockholders of record as of August 30, 2002. Information relating to
certain common stock purchase rights issued by Carpenter is disclosed in note 14 to the consolidated
financial statements included in Item 8. “Financial Statements and Supplementary Data”.

Certain information relating to securities authorized for issuance under Carpenter’s equity

compensation plans is disclosed in note 15 to the consolidated financial statements in Item 8. “Financial
Statements and Supplementary Data”. :
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Item 6. Selected Financial Data
Five-Year Financial Summary
Dollar amounts in millions, except per share data

{vears ended June 30)
2002 2001@ 2000 1999 1998

Summary of Operations

Netsales .......cooviiiiiiiii i $ 9771 $1,324.1 $1,109.1© $1,049.3(© $1,189.7(
Net sales—pro-forma under SAB 101@ ... ... ... .. $ 9771 $1,324.1 $1,0854 $1,075.6 $1,183.9
Income (loss) before cumulative effect of

accounting changes .......................... $ (60)% 352 $ 533 $ 371 $ 840
Cumulative effect of accounting changes, (net of

$9.4 million tax in fiscal 2001) .................. (112.3) (14.1) — — —
Netincome (10SS) ..........ccvviiiiiiieinnn... $(1183) $ 211 $ B33 $ 371 $ 840
Net income (loss)—pro-forma under SAB 101@ . ... $(1183) $ 352 $ 483 $ 418 $ 853
Financial Position at Year-End
Totalassets ........ ..o, $1,479.5 $1,691.5 $1,745.9 $1,607.8 $1,698.9
Long-term obligations, net of current portion

(including redeemable preferred stock) ......... $ 400.2 $ 3523 $ 3783 $ 3818 $ 3985
Per Share Data
Net Income (loss):
Basic

Income (loss) before cumulative effect of

accounting changes ........................ $ (035) % 152 $ 235 $ 161 $ 4.01

Cumulative effect of accounting changes ........ (5.06) (0.64) — — —
Netincome (10S8) .........viiiviiiienino... $ (541) $ 088 $ 235 $ 161 $ 401
Net income (loss)—pro-forma under SAB 101@ . ... $ (541) $ 152 $ 212 $ 182 $ 4.07
Diluted

Income (loss) before cumulative effect of

accountingchanges ........................ $ (035 $ 150 $ 231 $ 158 $ 3.84

Cumulative effect of accounting changes ........ (5.06) (0.62) — — —
Netincome (I0SS) ......vvvveiriinieniinnnenns $ G4 $ 088 $ 231 $ 158 $ 384
Net income (loss)—pro-forma under SAB 101@ .... § (541) $ 150 $ 209 $ 178 $ 390
Cash dividends—common ....................... $ 132 $ 132 $ 132 $ 132 $ 132

@ Fiscal 2001 reflects the adoption of SAB 101 (Revenue Recognition in Financial Statements) effective July 1, 2000. See note 1
to the consolidated financial statements included in Item 8. “Financial Statements and Supplementary Data”. In addition,
fiscal 2001 includes a special charge of $37.6 million ($24.4 million after-tax or $1.07 per diluted share) related principally to
the realignment of Specialty Alloys Operations, planned divestitures of certain Engineered Products Group businesses and a
loss on the disposal of the Bridgeport, Connecticut site. See note 3 to the consolidated financial statements included in Item 8.
“Financial Statements and Supplementary Data”.

®  Fiscal 1999 includes a special charge of $14.2 million ($8.5 million after-tax or $.37 per diluted share) related to a salaried
workforce reduction and a reconfiguration of the U.S. distribution network.

© Net sales prior to fiscal 2001 have been restated due to the adoption, effective July 1, 2000, of the Financial Accounting
Standards Board Emerging Issues Task Force’s issuance of EITF 00-10 regarding the classification of freight and handling
costs billed to customers. See note 1 to the consolidated financial statements included in Item 8. “Financial Statements and
Supplementary Data”.

@  Represents the pro-forma impact of applying SAB 101. See note 1 to the consolidated financial statements included in Item 8.
“Financial Statements and Supplementary Data”.

See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
for discussion of factors that affect the comparability of the “Selected Financial Data”.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations

Carpenter’s critical accounting policies affecting its more significant judgments and estimates used
in the preparation of its consolidated financial statements are shown on pages 21 and 22.

Management’s Discussion of Operations

Net sales and earnings trends for the past three fiscal years are summarized below:

2002 2001 2000

($ in millions, except
per share data)

NetSales . ..oviii i e e e $977.1 $1,324.1 $1,109.1
Netincome (10SS) .ottt $(1183) $ 21.1 $ 533
Diluted income (loss) pershare ...................ccovvvn.... $(41) $ 088 $ 231

Adoption of Statement of Financial Accounting Standards (SFAS) No. 142 in Fiscal 2002

In June 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 142, “Goodwill
and Other Intangible Assets” which primarily addresses the accounting for goodwill and intangible
assets subsequent to their acquisition. Under SFAS 142, goodwill and intangible assets with indefinite
lives are no longer amortized, and will be tested for impairment at least annually. Carpenter adopted
SFAS 142 in fiscal 2002, and recognized an impairment charge.

The $112.3 million impairment charge or $5.06 per diluted share was recognized in the Specialty
Metals segment. This non-cash, non-operating charge was recognized as a cumulative effect of an
accounting change as of the beginning of fiscal 2002. Fair value of the reporting units was estimated on
July 1, 2001 based upon discounted cash flow analyses and the use of market multiples. This charge was
necessary because the fair value of certain reporting units was less than their carrying value. The
goodwill stemmed from acquisitions of several specialty metals companies acquired by Carpenter
between 1993 and 1998. During the 18-24 months prior to July 1, 2001, sales by the acquired companies
to several end-use markets had experienced downturns due to general economic conditions and some
were further impacted by the continuing high level of low priced imports. See note 6 to the consolidated
financial statements included in Item 8. “Financial Statements and Supplementary Data”.

Adoption of SAB 101 in Fiscal 2001

In the fourth quarter of fiscal 2001, Carpenter changed its method of accounting for revenue
recognition in accordance with the guidance of the Securities and Exchange Commission’s Staff
Accounting Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements”. Carpenter’s
standard terms of sale for most of its sales included a provision that title to the goods was retained as a
security interest until payment was received, even though the risks and benefits of ownership were
passed to the customer at the time of shipment. Under SAB 101, except for certain foreign units,
revenue cannot be recognized until title passes to the customer, which in Carpenter’s case was when
payment was received. This bulletin was adopted prospectively, and therefore did not result in a
restatement of any results reported prior to July 1, 2000.

On April 1, 2001, Carpenter changed its terms of sale so that revenue is recognized when product is
shipped, in accordance with its historical practice. The combined effect of SAB 101 and the change in
terms of sale increased fiscal 2001 sales by $138.0 million and income before cumulative effect of
accounting change by $14.1 million, net of $9.4 million of tax. The cumulative effect at July i, 2000 of
this change in accounting principle was a charge of $14.1 million after taxes, or $.62 per diluted share.
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As a result of adopting SAB 101 in fiscal 2001, all revenues reported through March 31, 2001 were
deferred until cash was received. Results for the quarter ended June 30, 2001 included revenues from
sales made in the quarter as well as collections on prior sales.

The fiscal 2001 restatements affected the guarterly distribution of earnings during fiscal 2001, but
had no effect on total net income or earnings per share for that year. Carpenter’s consolidated
statements of operations and cash flows for the first three quarters of fiscal 2001 have been restated in
the fiscal 2001 10-K to include the effects of conforming to SAB 101. See note 1 to the consolidated
financial statements included in Item 8. “Financial Statements and Supplementary Data”.

Special Charge Recorded in Fiscal 2001

Carpenter incurred a special charge of $37.6 million before taxes ($24.4 million after-tax or $1.07
per diluted share) during the fourth quarter of fiscal 2001. The special charge related principally to the
realignment of Specialty Alloys Operations, planned divestitures of certain Engineered Products Group
businesses and a loss on the disposal of the Bridgeport, Connecticut site. See note 3 to the consolidated
financial statements inciuded in Item 8. “Financial Statements and Supplementary Data”.

Comparative information for Fiscal 2002, 2001 and 2000

The chart below shows net sales by major classes of products for the past three fiscal years:

2002 2001 2000
($ in millions)

Stainlesssteels . ...................... $395.7 40% $ 5130 43% $ 5324 48%
Specialalloys . ......cocoveiiiinen... 3679 38% 4256 36% 3106 28%
Ceramics and other materials .......... 940 10% 1150 10% 99.8 9%
Titanium products . ................... 82.5 8% 81.2 7% 88.7 8%
Tool and othersteels ................. 37.0 4% 51.3 4% 77.6 %
Net sales before accounting change . . ... 977.1 100% 1,186.1 100% 1,109.1 100%
Effect of SAB 101 accounting change . . .. — 138.0 —
Totalnetsales ...............coou... $977.1 $1,324.1 $1,109.1

Year Ended June 30, 2001

Adjustment
Year Ended  Including as of Excluding Year Ended
June 30,2002 SAB 101 July1,2000 SAB 101 Jure 30, 2000

($ in millions, except per share data)

Income (loss), before special charge and
curnulative effect of accounting

changes ........... ... i $ (6.0 $ 59.6 $(14.1) $ 45.5 $53.3
Cumulative effect of accounting

changes,netoftax................. (112.3) (14.1) 14.1 — —
Income before special charge ......... (118.3) 45.5 — 45.5 53.3
Special charge, netoftax ............. — (24.4) — (24.9) —
Netincome (loss) ................... $(118.3) $21.1 $ — $21.1 $53.3
Income (loss) per diluted share, before

specialcharge..................... $ (641 $ 1.95 $ — $ 195 $2.31
Special charge, netoftax ........ RSN — (1.07) — (1.07) —
Incorme (loss) per diluted share .. ...... $ (54D $0.88 $ — $ 088 2.31
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Results of Operations—Fiscal 2002 compared to Fiscal 2001

Overview

The net loss for fiscal 2002 was $118.3 million or $5.41 per diluted share versus net income of $21.1
million or $.88 per diluted share for fiscal 2001. The net loss before the cumulative effect of the
accounting change for goodwill (which is $112.3 million or $5.06 per diluted share and is discussed in
note 6 to the consolidated financial statements included in Item 8. “Financial Statements and
Supplementary Data”) was $6.0 million or $.35 per diluted share.

Fiscal 2002 was very challenging due to a recession in the U.S. manufacturing sector which was
further compounded by our customers’ inventory reduction efforts. Also, the continuing high level of
low-priced stainless steel imports and a deceleration in aerospace and power generation markets
further dampened sales volume.

In fiscal 2002, Carpenter generated $89.6 million of free cash flow (net cash provided before
financing activities less dividends paid), including the $10.0 million of accounts receivable sold under a
receivables purchase facility. Excluding the impact of the accounts receivable purchase facility, free
cash flow for fiscal 2002 was $79.6 million. Cash provided from operations, including the $10.0 million -
of accounts receivable sold under a receivables purchase facility, was $143.7 million for fiscal 2002.
Carpenter’s efforts to improve working capital management by reducing inventories by $51.2 million
through the enhancement of its order management systems and the improvements in its production
processes, its efforts to accelerate the collection of accounts receivable, its efforts to reduce capital
spending by $23.8 million from fiscal 2001, and the receipt of $3.0 million cash from the sales of two
small business units contributed to the high level of cash generated and the corresponding improved
liquidity. Consequently, total debt decreased $79.9 million in fiscal 2002 tc a level of $442.& million or
46.6 percent of capital (including the $10.0 million of accounts receivable sold under a receivables
purchase facility).

For ease in comparability, the discussion that jfollows compares actual results of
operations for fiscal 2002 with amounts for fiscal 2001, excluding the SAB 101 adjusiment.
For this comparison, both periods report resulis of operations on a consistent basis, as
products are shipped (see note 1 to the consolidated financial statements included in Item 8.
“Financial Statementis and Supplementary Data”).

Net Sales

Net sales for fiscal 2002 were $977.1 million or a decrease of 17.6 percent from $1.2 billion in fiscal
2001. Of the $209.0 million decrease in net sales, approximately $178.0 million was due to lower
shipment levels throughout fiscal 2002 primarily because of the manufacturing recession and the effects
on the economy of the tragic events of September 11%, especially during the second half of fiscal 2002.
Most of the volume drop occurred in the Specialty Metals segment, and was a result of lower stainless
steel shipments because of weaker demand in the automotive, industrial and consumer markets, due in
part to a high level of imports of bar, rod and wire. Additionally, there were lower special alloy
shipments due primarily to reduced demand from the aerospace and power generation markets;.

Unit selling price decreases coupled with a leaner product mix, especially during the second half of
fiscal 2002, accounted for approximately $31.0 million of the revenue decrease.

During the second half of fiscal 2002, international sales increased 2 percent to $249.1 million from
the prior year, particularly in Europe. Details of sales by geographical region for the past three fiscal
years are presented in note 19 to the consolidated financial statements included in Item 8. “Financial
Statements and Supplementary Data”.
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Gross Profit

The gross profit of 16.7 percent for fiscal 2002 was lower than last year’s 22.1 percent. This
decrease was primarily due to lower production levels, LIFO inventory layer liquidations at higher costs
and inefficiencies caused by operating at lower levels (approximately $15.0 million), the shift to a less
profitable product mix, and a reduced net pension credit ($20.4 million). These negatives were partially
offset by lower raw material costs and lower labor and benefit costs due to approximately 350 fewer
workers in Specialty Alloys Operations.

Seiling and Administrative Expenses

Selling and administrative expenses of $142.1 million were down $11.6 million compared with a
year ago principally because of the elimination of goodwill amortization of $6.7 million in fiscal 2001
pursuant to the adoption of SFAS 142 and a $4.7 million reduction in salary expense and fringe benefits.
However, selling and administrative expenses as a percent of sales increased to 14.5 percent from 13.0
percent last year.

Interest Expense

Interest expense of $34.6 million was lower than last year by $5.7 million due to lower current year
debt levels and lower interest rates on debt. '

Other Income, Net

Other income, net was $.5 million in fiscal 2002 versus $2.3 million in fiscal 2001. Fiscal 2002 included
a $4.4 million loss on writedowns and disposals of property, plant and equipment ($3.7 million occurred in
the fourth quarter), the receipt in December 2001 of $3.5 million of tariffs from the U.S. Customs
Department under the “Dumping and Subsidy Offset Act of 2001” and $2.0 million of interest income.
Fiscal 2001 included $1.9 million of gains on the disposal of warehouses, $1.9 million writedown to the
market valuation of investments in life insurance policies and $2.6 million of interest income.

Income Taxes

Carpenter’s effective tax rate (income tax expense or benefit as a percent of income or loss before
taxes) for fiscal 2002 was a benefit of 54.9 percent versus an expense of 39.7:percent last year. The current
year rate is more favorable than the statutory rate principally because it includes a favorable adjustment
relating to research and development credits. The fiscal 2001 rate is negatively impacted by the special
charge taken to writedown certain operating assets including non-tax deductible goodwill. See note 18 to
the consolidated financial statements in Item 8. “Financial Statements and Supplementary Data” for a
reconciliation of the statutory federal tax rates to the effective tax rates.

Business Segment Results (See note 19 to the consolidated financial statements included in ltem 8.
“Financial Statements and Supplementary Data”):

The following is a reconciliation of the net sales and operating income including and excluding SAB
101 for the reportable segments for fiscal 2001:

Engineered

Specialty Metals Products

Net Operating Net Operating

Sales Income Sales Income

($ in millions)

Amounts including SAB101 ...................... $1,1686 $ 988 $156.9 $15.7
SAB 101 adjuStment .. ..........o.oeuneinneenein. (128.3)  (20.6) 0.7 (3.0
Amounts excluding SAB101 ...................... $1,040.3 $782 $147.2 $12.7




Specialty Metals Segment

Net sales for fiscal 2002 for this segment, which aggregates the Specialty Alloys Operations (SAQO),
Titanium, and Carpenter Powder Products (CPP), were $850.8 million or $189.5 million (18.2 percent)
lower than the $1.0 billion for fiscal 2001. SAO sales decreased by 19 percent because of lower stainless
steel shipments due to: (1) weaker demand in the automotive, industrial and consumer markets, and (2)
a high level of imports of bar, rod and wire. Additionally, there were lower special alloy shipments due
primarily to reduced demand from the aerospace and power generation markets during the second half
of fiscal 2002. Titanium’s sales increased 1 percent from the same period a year ago, benefiting from
strong demand for medical products and improved pricing during the first half of fiscal 2002. CPP’s
sales declined 32 percent from the same period a year ago primarily because of lower tool steel sales
due to weak demand in the automotive market as well as a high level of imports.

Operating income for the Specialty Metals segment was $12.9 million, which was $65.3 million
lower than last year’s $78.2 million. This decrease was due primarily to SAO’s lower shipment levels,
lower production levels, LIFO inventory layer liquidations at higher costs and inefficiencies caused by
operating at lower levels (approximately $15.0 million), and the shift to a less profitable product mix.
These negative factors were partially offset by lower raw material costs, lower labor and benefit costs
.due to approximately 500 fewer workers and the elimination of goodwill amortization pursuant to the
adoption of SFAS 142 ($5.6 million).

Engineered Products Segment

Net sales for this segment were $128.5 million in fiscal 2002, a decrease of $18.7 million or 12.7
percent from $147.2 million in fiscal 2001. The twc Engineered Products Group (EPG) business units
that were sold in fiscal 2002 accounted for $5.9 million of the year to year reduction. The balarice of the
reduction was primarily attributable to weaker demand for aerospace, power generation and
automotive-related products as well as weaker demand for certain telecommunication products
because of the general industry slowdown. Partially offsetting those .factors, EPG has experienced
stronger demand in the nuclear fuel channels and various consumer product markets. Operating income
was $10.5 million in fiscal 2002 compared to $12.7 million for last fiscal year. Lower labor and benefit
costs due to approximately 300 fewer employees and the elimination of goodwill amortization pursuant
to the adoption of SFAS 142 ($1.1 million) during fiscal 2002 partially offset the net sales revenue
decline.

Net Pension Credit

The net pension credit represents the income relating to Carpenter’s overfunded defined benefit
pension plan (“GRP Plan”) less an expense for the postretirement benefit plans and other underfunded
defined benefit pension plans. The net pension credit was $17.1 million for fiscal 2002 versus $40.3
million last year. The lower level of the net pension credit versus the prior year was due primarily to the
equity markets’ investment losses during fiscal 2001. The excess of plan assets over the projected
benefit obligation of the GRP Plan was $175.8 million, $308.5 million and $469.1 million at June 30, 2002,
2001 and 2000, respectively.

Results of Operations—Fiscal 2001 Compared to Fiscal 2000
Overview

During fiscal 2001, Carpenter experienced two distinct operating environments. In the first half of
the fiscal year, sales and pre-tax earnings increased from the comparable prior period. The U.S.
manufacturing sector, including automotive manufacturers, was continuing to operate at healthy
utilization rates. Carpenter’s second half performance reflected the sluggish U.S. manufacturing
environment that developed. Sales growth in the second half slowed, while income, before the special
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charge recorded in the fourth quarter, decreased compared to the same time period a year ago.
Carpenter’s changing business mix and cost reduction efforts resulted in reducing total debt and
generated a significant amount of free cash flow.

For ease in comparability, the discussion that follows compares amounts for fiscal
2001, excluding the SAB 101 adjustment, with actual results of operations for fiscal 2000.
For this comparison, both pericds report results of operations on a consistent basis, as
products are shipped (see note I to the consolidated financial statements included in Item 8.
“Financial Statements and Suppiementary Data’”).

Net Sales

Net sales were $1.2 billion in fiscal 2001, a 7 percent increase from fiscal 2000. This increase was
primarily due to strong demand for our high-temperature alloys, electronic and magnetic alloys made
into narrow-width strip and titanium alloys. The economic slowdown and low-priced imported material
had a negative impact on stainless steel shipments.

Unit selling prices increased by approximately 2 percent, equivalent to $26.3 million in sales,
including raw material surcharges.

Sales outside of the United States improved by 16 percent to $244.2 million as compared to fiscal
2000. Most of the sales increase came from Europe. Details of sales by geographical region for the past
three fiscal years are presented in note 19 to the consolidated financial statements included in Item 8.
“Financial Statements and Supplementary Data”.

Gross Profit

The gross profit for fiscal 2001 and 2000 was approximately 22 percent. An improved sales mix and
lower nickel costs in the Specialty Metals segment were the key positives. Significant natural gas and
electricity cost increases and lower production levels offset these favorable effects.

Selling and Administrative Expenses

Selling and administrative expenses increased by $6.0 million from the fiscal 2000 level, primarily
because of costs of e-business initiatives, increased consulting fees and the inclusion of costs of an
acquired company.

Interest Expense

Interest expense increased $6.9 million in fiscal 2001 compared to fiscal 2000 due to higher short-
term debt levels and lower capitalized interest resulting from reduced capital spending.

Other Income, Net

Other income, net, decreased $11.0 million in fiscal 2001 from that in fiscal 2000. The reduction was
due primarily to more favorable effects reported in the prior fiscal year for non-recurring gains related
to sales of warehouses ($5.6 million) and adjustments to liabilities for environmental remediation,
insurance claims and other matters related to the acquisition of Talley Industries, Inc. ($3.3 million) and,
in fiscal 2001, the lower market valuation of investments in life insurance policies ($1.6 million).

income Taxes

The effective tax rate for fiscal 2001 was 39.7 percent and 33.3 percent in fiscal 2000. The fiscal
2001 rate is more unfavorable than expected primarily due to the special charge taken on the writedown
of the operations that are being held for sale. This writedown included non-tax deductible goodwill,
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which negatively affects the tax rate. The favorable impact in fiscal 2000 was due to the resolution of
foreign and state tax issues related tc prior years. See note 18 to the consolidated financial statements
in Item 8. “Financial Statements and Supplementary Data” for a reconciliation of the statutory federal
tax rates to the effective tax rates.

Business Segment Resuits (See note 19 to the consolidated financial statements included in ltem 8.
“Financial Statements and Supplementary Data”):

Segment data for fiscal 2000 have been restated due to the adoption of the Financial Accounting
Standards Board Emerging Issues Task Force’s issuance of EITF 00-10 regarding the classification of
freight and handling costs billed to customers—see notes 1 and 19 to the consolidated financial
statements included in Item 8. “Financial Statements and Supplementary Data”.

The following is a reconciliation of the net sales and operating income including and excluding SAB
101 for the reportable segments for fiscal 2001:

Engineered

Specialty Metals Products

Net Operating Net QOperating

Sales Income Sales Income

(3 in millions)

Amounts including SAB 101 ...................... $1,1686 $ 988 $156.9 $15.7
SAB 101 adjuStment . ... .....ovuneerneenannn... (1283) (206) (97 (3.0
Amounts excluding SAB 101 ...................... $1,040.3 $ 782 $147.2 $12.7

Specialty Metals Segment

This segment aggregates the Specialty Alloys Operations (SAQC), Titanium and Carpenter Powder
Products (CPP).

Net sales for fiscal 2001 for this segment were $1.0 billion or $59.8 million (6 percent) higher than
the $980.5 million for fiscal 2000. The increase was primarily due to an increase in Specialty Alloys
sales, resulting from an improved preduct mix offset by lower unit volume. Titanium's sales increased 9
percent in fiscal 2001 from fiscal 2000 due primarily to an increase in titanium product sales volume.

Operating income for the Specialty Metals segment was $78.2 million, which was $.8 million lower
than last year’s $79.0 million. This decrease was due primarily to higher natural gas and electricity costs
and lower production levels as a result of weak demand for stainless products. SAQ’s improved sales
mix and lower nickel costs partially offset these unfavorable effects.

Engineered Products Segment

Net sales for this segment increased $15.6 million or 11.9 percent from $131.6 million in fiscal 2000 to
$147.2 million in fiscal 2001. Increased demand for ceramic, tubular and metal injection molded products
accounted for most of the sales improvement. Operating income was $12.7 million in fiscal 2001 compared
to $7.1 million in fiscal 2000. The $5.6 million improvement was primarily due to higher sales volumes.

Net Pension Credit

The net pension credit represents the income relating to Carpenter’s GRP Plan less an expense for
the postretirement benefit plans and other underfunded defined benefit pension plans. The net pension
credit was $40.3 million for fiscal 2001 versus $36.4 million in fiscal 2000. The higher level of the net
pension credit versus the prior year was due primarily tc the positive investment returns on the pension
and postretirement plan assets during fiscal 2000 that resulted in an excess of plan assets over the
projected benefit obligation of the GRP Plan of $469.1 million at June 30, 2000. The excess of the plan
assets over the projected benefit obligation of the GRP Plan was $308.5 million at June 30, 2001.
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Management’s Discussion of Cash Flow and Financial Condition
Fiscal 2002 vs. Fiscai 2001

During fiscal 2002 and the prior two fiscal years, Carpenter has maintained the ability to provide
cash to meet its needs through cash flow from operations, management of working capital and the
flexibility to use outside sources of financing to supplement internally generated funds.

Carpenter’s free cash flow, including the $10.0 million of accounts receivable sold under a
receivables purchase facility, was $89.6 million for fiscal 2002 versus $52.7 million a year ago. Excluding
the impact of the accounts receivable purchase facility, free cash flow for fiscal 2002 was $79.6 million.
Cash provided from operations, including the $10.0 million of accounts receivable sold under a
receivables purchase facility, was $143.7 million for fiscal 2002 compared to $118.6 million a year ago.
Carpenter’s efforts to improve working capital management by reducing inventories by $51.2 million
through the enhancement of its order management systems and the improvements in its production
processes, as well as efforts to accelerate the collection of accounts receivable, contributed to the
higher cash provided from operations and corresponding improved liquidity.

Capital expenditures for plant, equipment and software used $26.7 million in cash during fiscal 2002
versus $50.5 million for fiscal 2001. Capital expenditures were carefully controlled to insure that all
necessary and prudent capital expenditures (including maintenance capital expenditures) were made.

As part of Carpenter’s debt refinancing strategy designed to enhance liquidity, it entered into a
series of financing arrangements. In August 2001, Carpenter issued $100 million of 10-year medium-term
notes with a coupon of 7.625%. Carpenter used the net proceeds from the sale of the notes to reduce the
outstanding principal amount under its short-term revolving credit agreements.

In November 2001, Carpenter entered into a $125 million five-year unsecured credit facility
(“Committed Facility”) and a $75 million 364-day unsecured credit facility (“364-day Facility”).
Borrowings under each of the facilities accrue at either a base rate or LIBOR plus applicable margin.
The facilities contain two financial covenants, a debt-to-capital test and an EBITDA-to-interest coverage
test. At June 30, 2002, the Company had $116.2 million available under its Committed Facility, after
taking into account $8.8 million of outstanding letters of credit, and $58.2 million available under the
364-day Facility.

In December 2001, Carpenter and CRS Funding Corp., a wholly owned consolidated Special
Purpose Entity, entered into a $75 million three-year accounts receivable purchase facility (“Purchase
Facility”) with an independent financial institution. Pursuant to the terms of the Purchase Facility,
Carpenter sells certain of its accounts receivable to CRS Funding Corp. In turn, CRS Funding Corp. sells
a participating interest in these accounts receivable to the independent financial institution. These
transactions are treated as sales under SFAS No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities”. All intercompany transactions and balances
between Carpenter and CRS Funding Corp. are eliminated in the consolidated financial statements.
Carpenter will continue to service the accounts receivable. “

At June 30, 2002, CRS Funding Corp. owned $81.5 million of Carpenter’s accounts receivable, and in
June sold a participating interest of $10.0 million to the independent financial institution. Carpenter
received from CRS Funding Corp. $10.0 million in cash and a subordinated note for the balance of the
accounts receivable sold. Carpenter used the cash received from the sale to pay down debt.
Accordingly, the sale of the participating interest in the accounts receivable and the pay down of the
debt result in removing the equivalent amount of accounts receivable and short-term debt from
Carpenter’s consolidated balance sheet, and increasing net cash provided from operations as well as
decreasing cash provided from financing activities on the consolidated statement of cash flows.
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The economic substance of the accounts receivable purchase facility is based on the sale of a
portion of CRS Funding Corp.’s accounts receivable to an independent financial institution, and the
receipt of cash at full value from the independent financial institution. CRS Funding Corp.’s ability to
continue raising capital under the Purchase Facility is dependent, in part, upon the amount and quality
of the accounts receivable it purchases from Carpenter.

Funds obtained under the Committed Facility, 364-day Facility and the Purchase Facility will be
used for general corporate purposes. The Company'’s ability to borrow under the Committed Facility
and 364-day Facility are governed by covenants, while the ability to sell receivables under the Purchase
Facility are governed by certain receivable performance ratios. The ability for Carpenter to obtain funds
under each of these facilities is not contingent upon Carpenter maintaining a minimum debt rating. The
applicable margin on borrowings under the Committed Facility and 364-day Facility, however, is
determined by the Company’s debt rating. The Committed Facility, 364-day Facility and the Purchase
Facility replaced other credit facilities that were to mature between November 2001 and February 2002.

In the aggregate, Carpenter could borrow up to approximately $170.0 millicn under the above
facilities as of June 30, 2002.

On September 3, 2002, Carpenter and its lenders amended the Company’s $125 million, five-year
Committed Facility. The amendment reduced the minimum coverage under the EBITDA-to-interest
covenant for the trailing four quarter periods ending September 30, 2002, December 31, 2002 and March
31, 2003. Thereafter, the covenant reverts to the original terms under the Committed Facility.

Also on September 3, 2002, the Company entered into a new $75 million, 364-day unsecured credit
facility and cancelled its $75 million, 364-day credit facility dated November 2001. The terms and
conditions of the new 364-day facility are essentially the same as those contained in the Company’s
amended $125 million Committed Facility.

A component of Carpenter’s debt refinancing strategy is to maintain a certain level of floating rate
debt relative to its fixed rate debt. In crder to achieve this targeted level, the Company uses interest rate
swaps. These instruments will obligate the Company to either pay a swap counterparty a floating rate of
interest in return for Carpenter receiving a fixed rate of interest or obligate the Company to pay a fixed
rate of interest in return for Carpenter receiving a floating rate of interest. At June 30, 2002, Carpenter
had entered into interest rate swaps with a notional principal amount of $62.5 million.

Due to Carpenter’s efforts to improve its working capital management, total debt decreased $79.9
million in fiscal 2002 to a level of $442.8 million or 46.6 percent of capital (including the $10.0 million of
_ accounts receivable sold under a receivable purchase facility), versus $522.7 million or 44.6 percent of
capital at June 30, 2001. Total obligations, including the $10.0 million due under a receivable purchase
facility, were $452.8 million at June 30, 2002.

Carpenter believes that its present financial resources, both from internal and external sources, will
be adequate to meet its foreseeable short-term and long-term liquidity needs.

Fiscal 2001 vs. Fiscal 2000

In fiscal 2001, Carpenter’s free cash flow was $52.7 million compared to a negative $67.0 million in
fiscal 2000. Cash provided from operations was $118.6 million for fiscal 2001 compared to $62.4 million
for fiscal 2000.

Inventories at the end of fiscal 2001 were $241.1 million, a reduction from the prior year of $27.9
million, excluding a $1.2 million writedown of inventory included in the special charge.
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Investing activities for plant, equipment and software consumed $50.5 million in cash for fiscal 2001
and $105.0 million for fiscal 2000. This decrease in capital expenditures reflects the completion in fiscal
2000 of a five-year, $500 million capital program for capacity expansion and modernization.

Financing of $275 million was available under revolving credit agreements with four banks.
Carpenter limits the aggregate commercial paper and credit facility borrowings at any one time to a
maximum of $275 million. As of June 30, 2001, $104 million was available under the credit facility and
commercial paper program.

Total debt decreased in fiscal 2001 $59.9 million to $522.7 million or 44.6 percent of capital at June
30, 2001, versus $582.6 million or 47.1 percent of capital at June 30, 2000.

Critical Accounting Policies and Estimates

The preparation of the consolidated financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from those estimates. On an on-going basis, Carpenter evaluates its estimates, including those
related to bad debts, customer claims, inventories, goodwill, intangible assets, income taxes, restructuring,
pensions and other postretirement benefits, contingencies and litigation, environmental liabilities (see
separate disclosure on page 23), and derivative instruments and hedging activities.

Carpenter believes the following critical accounting policies affect its more significant judgments
and estimates used in the preparation of its consolidated financial statements:

Carpenter maintains an allowance for doubtful accounts for estimated losses resulting from the
failure of its customers to make required payments. If the financial condition of Carpenter’s customers
were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances
may be required.

Carpenter writes down its inventory for estimated obsolescence or unmarketable inventory equal
to the difference between the cost of inventory and the estimated market value based upon assumptions
about future demand and market conditions. If actual market conditions are less favorable than those
projected by management, additional inventory writedowns may be required after considering all
inventory valuation reserves.

The prepaid pension asset on the balance sheet is primarily a result of the overfunded status of
Carpenter's GRP Plan. As a result of this prepaid pension asset, Carpenter records a pension credit on
its consolidated statement of operations. The amount of the pension credit, which is determined
annually, is based upon the value of the assets in the pension trust at the beginning of the fiscal year as
well as many actuarial assumptions, such as discount rate, long-term rate of compensation increase and
long-term rate of return on plan assets. The fluctuations in stock and bond markets could cause actual
investment results to be significantly different from those assumed, and therefore, significantly impact
the valuation of the assets in Carpenter’s pension trust. Changes in actuarial assumptions could
significantly impact the accounting for the pension assets and liabilities.

Long-lived assets are reviewed for impairment and written down to fair value whenever events or
changes in circumstances indicate that the carrying value may not be recoverable through estimated
future undiscounted cash flows. The amount of the impairment loss is the excess of the carrying
amount of the impaired assets over the fair value of the assets based upon estimated future discounted
cash flows. Carpenter evaluates long-lived assets for impairment by individual business unit. Changes in
the estimated cash flows could have a significant impact on whether or not an asset is impaired and the
amount of the impairment.
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If facts and circumstances indicate goodwill may be impaired, Carpenter performs recoverability
evaluation. Prior to the adoption of SFAS 142, “Goodwill and Other Intangible Assets”, on July 2001,
Carpenter’s policy was to compare undiscounted estimated future cash flows to the carrying amount of
net assets, including goodwill, to determine if the cairying amount was not recoverable and a
writedown to fair value is required. Effective July 1, 2001, in accordance with SFAS 142, Carpenter
began performing the recoverability analysis based on fair value rather than undiscounted cash flows.
The calculation of fair value includes a number of estimates and assumptions, including projections of
future income and cash flows, the identification of appropriate market multiples and the choice of an
appropriate discount rate.

Carpenter’s current risk management strategies include the use of derivative instruments to reduce
certain risks. The critical strategies include: (1) the use of commodity swaps and options to fix the price
of a portion of anticipated future purchases of certain raw materials and energy to offset the effects of
changes in the costs of those commodities, and (2) the use of foreign currency forwards and options to
hedge a portion of anticipated future sales denominated in foreign currencies, principally the Euro and
Pound Sterling, in order to offset the effect of changes in exchange rates. These derivatives have been
" designated as cash flow hedges and unrealized net gains and losses are recorded in the accumulated
other comprehensive income (loss) component of stockholders’ equity. Carpenter evaluates all
derivative instruments each quarter to determine that they are highly effective. Any ineffectiveness is
recorded in the consolidated statement of operations. If the anticipated future transactions are no
longer expected to occur, unrealized gains and losses on the related hedges would be reclassified to the
consolidated statement of operations.

Contractual Cash Obligations
At June 30, 2002, Carpenter had the following contractual cash obligations and other commercial

commitments and contingencies:

Fiscal TFiscal Fiscal Fiscal Fiscal
Total 2003 2004 2005 2006 2007 Thereafter

(in miklions)
Longtermdebt........................ $426.0 $ 502 $ 52 $452 $52 $5.2 $315.0
Operatingleases ...................... 38.8 7.7 7.5 6.4 4.7 4.0 8.5
Purchase commitments ................ 110.0 80.0 30.0 — — — —
Total contractual cash obligations ....... $574.8 $1379 $42.7 $516 $9.9 892 $323.5

Carpenter has entered into purchase agreements primarily for various key raw materials at market
related prices, all made in the normal course of business. The purchase commitments covered by these
agreements aggregate approximately $110.0 million, of which $80.0 million (less than 25 percent of
projected raw material requirements) relates to fiscal 2003 and $30.0 million relates to fiscal 2004.

In addition, Carpenter had $8.8 million of outstanding letters of credit as of June 30, 2002.

Market Sensitive Instruments and Risk Management

Carpenter uses derivative financial instruments to reduce certain types of financial risk. Raw material
cost fluctuations for the Specialty Metals Segment are normally offset by selling price adjustments,
primarily through the use of surcharge mechanisms and base price adjustments. Firm price sales contracts
involve a risk of profit margin decline in the event of raw material increases. Carpenter reduces this risk
on certain raw materials and energy by entering into commodity forward contracts and commodity price
swaps on a portion of its requirements which are effective hedges of the risk. Fluctuations in foreign
currency exchange rates subject Carpenter to risk of losses on anticipated future cash flows from its
foreign operations. Foreign currency forward contracts are used to hedge this foreign exchange risk.
These hedging strategies are reviewed and approved by senior financial management before being
implemented. Senior financial management has established policies regarding the use of derivative
instruments which prohibit the use of speculative or leveraged derivatives. Market valuations are
performed at least quarterly to monitor the effectiveness of Carpenter’s risk management programes.
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The status of Carpenter’s financial instruments as of June 30, 2002, is provided in note 9 to the
consolidated financial statements included in Item 8. “Financial Statements and Supplementary Data”.
Assuming on June 30, 2002 (a) an instantaneous 10 percent decrease in the price of raw materials and
energy for which Carpenter has commodity forward contracts and swaps, Carpenter’s results of
operations would not have been materially affected, (b) a 10 percent strengthening of the U.S. dollar
versus foreign currencies for which foreign exchange forward contracts existed, Carpenter’s results of
operations would not have been materially affected, (¢) a 10 percent increase in Carpenter’'s annual
interest expense on short-term debt would result in an increase in annual interest expense of $.1 million
after tax, and (d) a 10 percent decrease in the market value of investments in corporate-owned life
insurance would result in a decrease of investment income of $1.7 million after tax.

Contingencies
Environmental

Carpenter is subject to various stringent federal, state, local and foreign environmental laws and
regulations relating to pollution, protection of public health and the environment, natural resource
damages and occupational safety and health. Although compliance with these laws and regulations may
affect the costs of Carpenter’s operations, compliance costs to date have not been material. Carpenter has
environmental remediation liabilities at some of its owned operating facilities and has been designated as
a potentially responsible party (“PRP”) with respect to certain third-party Superfund waste disposal sites.
Additionally, Carpenter has been notified that it may be a PRP with respect to other Superfund sites as to
which no proceedings have been instituted against Carpenter. Neither the exact amount of remediation
costs nor the final method of their allocation among all designated PRPs at these Superfund sites have
been determined. The liability for future environmental remediation costs is evaluated by management on
a quarterly basis. Carpenter accrues amounts for environmental remediation costs that represent
management’s best estimate of the probable and reasonably estimable costs related to environmental
remediation. No additional accrual was made during fiscal 2002. For fiscal 2001, the liability for
environmental remediation costs was increased by $.6 million, which was included in cost of sales. Fiscal
2000 included $.8 million of reversals of prior years’ accruals for environmental remediation, which were
reported in other income. The liabilities recorded for environmental remediation costs at Superfund sites,
at other third party-owned sites and at Carpenter-owned operating facilities remaining at June 30, 2002,
2001 and 2000, were $5.8 million, $8.0 million and $7.7 million, respectively. A compliance status report is
currently being prepared by an outside consultant to determine what, if any, potential remediation costs
there may be at a former manufacturing site of a Talley Industries, Inc. subsidiary that was sold prior to
Carpenter’s acquisition of Talley Industries, Inc. The estimated range at June 30, 2002 of the reasonably
possible future costs of remediation at Superfund sites, at other third party-owned sites and at Carpenter-
owned operating facilities is between $5.8 million and $12.5 million.

Estimates of the amount and timing of future costs of environmental remediation requirements are
necessarily imprecise because of the continuing evolution of environmental laws and regulatory
requirements, the availability and application of technology, the identification of currently unknown
remediation sites and the allocation of costs amceng the PRPs. Based upon information currently
available, such future costs are not expected to have a material effect on Carpenter’s competitive or
financial position. However, such costs could be material to results of operations in a particular future
quarter or year.

Other

Carpenter also is defending various claims and legal actions, and is subject to contingencies that
are common to its operations. Carpenter provides for costs relating to these matters when a loss is
probable and the amount is reasonably estimable. The effect of the outcome of these matters on
Carpenter’s future results of operations and liquidity cannot be predicted because any such effect
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depends on future results of operations and the amount and timing (both as to recording future charges
to operations and cash expenditures) of the resolution of such matters. While it is not feasible to
determine the outcome of these matters, management believes that any total ultimate liability will not
have a material effect on Carpenter’s financial position or results of operations and cash flows.

New Accounting Pronouncements

In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets” (SFAS 144). SFAS 144 supersedes SFAS 121, “Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of”, and provides new rules on asset impairment
and a single accounting model for long-lived assets to be disposed of. Although retaining many of the
fundamental recognition and measurement provisions of SFAS 121, the new rules significantly change the
criteria that would have to be met to classify an asset as held-for-sale. The new rules also supersede the
provisions of Accounting Principles and Board Opinion No. 30, “Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently
Occurring Events and Transactions”, with regard to reporting the effects of a disposal of a segment of a
business and require expected future operating losses from discontinued operations to be displayed in
discontinued operations in the period(s) in which the losses are incurred. SFAS 144 is effective in fiscal
2003, and is not expected to have a material impact on Carpenter’s consolidated financial statements.

In April 2002, the FASB issued SFAS No. 145, “Recision of SFAS Nos. 4, 44 and 64, Amendment of
SFAS 13, and Technical Corrections as of April 2000” (SFAS 145). SFAS 145 revises the criteria for
classifying the extinguishment of debt as extraordinary and the accounting treatment of certain lease
modifications. SFAS 145 is effective in fiscal 2003, and is not expected to have a material impact on
Carpenter’s consolidated financial statements.

On July 30, 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities” (SFAS 146). SFAS 146 establishes accounting guidelines for the recognition and
measurement of a liability for the cost associated with an exit or disposal activity initially at its fair
value in the period in which the liability is incurred, rather than at the date of a commitment to an exit
or disposal plan. This standard is effective January 1, 2003 for all exit or disposal activities initiated after
that date.

Future Outlook

Recent economic indicators, such as the Institute for Supply Management's factory index, show
that the U.S. manufacturing sector is beginning to recover. Carpenter is encouraged by this trend, since
demand for a large portion of its products tends to lag key manufacturing indices. At the same time, the
Company expects that a few of its most profitable markets will continue to be weak during fiscal 2003.
Sales to the aerospace and power generation markets will be pressured by reduced deliveries of both
commercial jet aircraft and industrial gas turbines.

Carpenter expects its quarterly earnings to improve gradually throughout fiscal 2003, with the
second half of the year being stronger than the first half. Improvement will come not just from a
healthier U.S. manufacturing sector, but also from efforts to expand presence in selected customer
accounts and geographies and from new alliances. Carpenter should benefit from the three-year tariffs
levied on selected stainless steel bar, rod and wire products, and frcm new and existing unfair trade
duties on imports from certain countries.

Carpenter remains committed to generating positive cash flow. Carpenter believes that its ongoing
working capital initiatives, relating to prudent inventory management and accounts receivable
collections, coupled with a return to profitability in fiscal 2003 will allow it to generate free cash flow
and further pay down debt.
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Forward-looking Statements

This Form 10-K contains various “Forward-looking Statements” pursuant to the “safe harbor”
provisions of the Private Securities Litigation Reform Act of 1995. These statements, which represent
Carpenter’s expectations or beliefs concerning various future events, include statements concerning
future revenues and continued growth in various market segments. These forward-looking statements
are subject to risks and uncertainties that could cause actual results to differ from those projected,
anticipated or implied. The most significant of these uncertainties are described in this Form 10-K and
include (but are not limited to): 1) a high level of stainless imports, unfair trade practices of foreign
producers and worldwide excess capacity for certain alloys that Carpenter produces; 2) the cyclical
nature of the specialty materials business and certain end-use markets, including aerospace, automotive
and consumer durables, all of which are subject to changes in general economic and financial market
conditions; 3) the ability of Carpenter to recoup increased costs of fuel, such as natural gas and raw
materials, such as nickel, through increased prices and surcharges; 4) fluctuations in currency exchange
rates, resulting in increased competition and downward pricing pressure on Carpenter products; and 5)
fluctuations in stock markets which could impact the valuation of the assets in Carpenter’s pension
trusts and the accounting for pension assets. Any of these factors could have an adverse and/or
fluctuating effect on Carpenter’s results of operations. The forward-looking statements in this document
are intended to be subject to the safe harbor protection provided by Section 27A of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. Carpenter
undertakes no obligation to update or revise any forward-looking statements.
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Responsibilities for Financial Reporting and internal Control

Carpenter’s financial statements included in this Annual Report on Form 10-K were prepared by
management, which is responsible for their integrity and objectivity. The statements were prepared in
conformity with generally accepted accounting principles in the United States of America and, as such,
include amounts based on management’s best judgments and estimates. Financial information
elsewhere in this Annual Report is consistent with that in the financial statements.

Carpenter maintains a strong system of internal controls, supported by a code of conduct, designed
to provide reasonable assurance that assets are safeguarded and transactions are properly executed and
recorded for the preparation of financial information. There are limits in all systems of internal controls,
based on recognition that the cost of the system should not exceed the benefits to be derived. We
believe Carpenter’s system of internal controls provides this appropriate balance. The system of internal
controls and compliance therewith, is continually monitored by Carpenter’s internal audit staff.

The consolidated financial statements in this Annual Report have been audited by
PricewaterhouseCoopers LLP, Independent Accountants. Their audits were conducted in accordance
with generally accepted auditing standards and include an assessment of the internal control structure
to the extent necessary and selective tests of transactions to support their report which appears on the
next page.

The Audit/Finance Committee of the Board of Directors, composed of independent directors who
are neither current nor former employees of Carpenter, meets regularly with management, Carpenter’s
internal auditors and our independent accountants to consider audit results and to discuss significant
internal control, auditing and financial reporting matters. Both the independent accountants and
internal auditors have unrestricted access to the Audit/Finance Committee.

Dennis M. Draeger
Chairman and Chief Executive Officer

Terrence E. Gerernski
Senior Vice President—Finance and Chief Financial Officer
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Report of independent Accountants

To the Board of Directors and
Stockholders of Carpenter Technology Corperation:

In our opinion, the accompanying consolidated balance sheet and the related consolidated
statements of operations, comprehensive income (loss), changes in stockholders’ equity and cash flows
present fairly, in all material respects, the financial position of Carpenter Technology Corporation and
its subsidiaries at June 30, 2002 and 2001, and the results of their operations and their cash flows for
each of the three years in the period ended June 30, 2002, in conformity with accounting principles
generally accepted in the United States of America. These financial statements are the responsibility of
the Company’s management; our responsibility is to express an opinion on these financial statements
based on our audits. We conducted our audits of these statements in accordance with auditing
standards generally accepted in the United States of America, which require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for the opinion expressed above.

As discussed in note 1 to the consolidated financial statements, on July 1, 2001, Carpenter adopted
Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets” and, on July
1, 2000, Carpenter adopted the provisions of the Securities and Exchange Commission’s Staff Accounting
Bulletin No. 101, “Revenue Recognition in Financial Statements”. Further, as discussed in note 9 to the
consolidated financial statements, Carpenter adopted Statement of Financial Accounting Standards No.
133, as amended, “Accounting for Derivative Instruments and Hedging Activities”, on July 1, 2000.

W 5’)/

PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
September 3, 2002
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Consoclidated Statement of Operations

Carpenter Technology Corporation

For the years ended June 30, 2002, 2001 and 2000

Net Sales ...

Costs and expenses:
Costof SAlES ... ..o e
Selling and administrative eXpenses . .............coviiirieinaen..
Interest eXpense ... ...t e e
Special charge ...... ... . o i i e
Otherincome, net .. ...t e et

Income (loss) before income taxes and cumulative effect of accounting
changes ......................... TP
Income tax expense (benefit) .. ........ ... ... ...l

Income (loss) before cumulative effect of accounting changes ..........
Cumulative effect of accounting changes, net of $9.4 million tax
benefitin fiscal 2001 ... ... ... e

NetINCome (10SS) - .. oo vttt et e e e et
Net income (loss) per common share:
Basic:
Income (loss) before cumulative effect of accounting changes ........
Cumulative effect of accountingchanges ...........................

Netineome (J0S8) ... oottt e e e e
Diluted:

Income (loss) before cumulative effect of accounting changes ........
Cumulative effect of accounting changes ...........................

Netincome (108S) . ..o vt e

2002 2001

2000

(in millions, except per share
data)

$977.1 $1,324.1 $1,109.1
8142 11,0380 8618
1421 1537 147.3
34.6 40.3 33.4
— 36.0 —
05  (23) (133
9904 12657 1,029.2
(133) 584 79.9
(73) 232 26.6
6.0) 352 53.3
(112.3) (4.1 _
$(1183) $ 211 $ 533
$035 $ 152 $ 235
(5.06)  (0.64) —
$ (541) $ 088 $ 235
$(035) $ 150 $ 231
(5.06) (0.62)  —
$(541) $ 088 $ 231

See accompanying notes to consolidated financial statements.
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For the years ended June 30, 2002, 2001 and 200C

(in millions)
OPERATIONS
Netineome (I0S8) . ..ottt $(118.3) $ 21.1 $ 53.3
Adjustments to reconcile net income (loss) to net cash provided from
operations:
Depreciation ... ...t e e 56.5 55.6 53.1
AMOrtization . .......... i e 11.2 16.9 15.2
Goodwill impairment charge ... ....... ... .. .. 112.3 — —
Deferred INCOME taXes . ..ottt et i it ettt e it e 9.2 11.1 9.9
Netpensioncredit . .. ... ...ttt e e i e (17.1) (40.3) (364)
Net loss (gain) onassetdisposals . ........... ... ... o it 4.4 (1.5) (5.2)
Special Charge ... ... e — 37.6 —
Changes in working capital and other, net of acquisitions and divestitures:
Receivables . ... i e 60.5 (7.2) (34.5)
IVENEOIIES . . ottt e e e e 51.2 27.8 (16.7)
Other CurTent @SSetS . . .\ v i i e (10.2) 1.1 0.2
Accountspayable ......... .. e 6.5) (15.0) 35.9
Accrued current liabilities ............ ... ... 3.1 2.2 (6.6)
Other, NEt . oo i e e (7.4) 9.2 (5.8)
Net cash provided from operations ............. ... ... ... 143.7 1186 62.4
INVESTING ACTIVITIES
Purchases of plant, equipment and software ............................ (26.7) (50.5) (105.0)
Proceeds from disposals of plant and equipment . .. ...................... 0.6 15.3 134
Proceeds from sales of businesses ........... .. .o, 3.0 — —
Acquisitions of businesses, net of cashreceived ......................... — — (7.0)
Net cash used for investing activities . . ... ........... ... ... .. ... .. (23.1) (35.2) (98.6)
FINANCING ACTIVITIES
Net change inshorttermdebt........ ... .. ... .. i (154.4) (49.3) 78.5
Net proceeds from issuance of long-termdebt ............... .. ... ..... 98.3 — 7.6
Payments onlong-terradebt ........ .. .. ... . .. e (25.6) (10.6) (15.5)
Dividends paid . . ...t e 31.0) (30.7) (30.8)
Proceeds from issuance of commonstock ........... ... ... ... ... 3.0 5.5 04
Net cash provided from (used for) financing activities ................ (109.7) (85.1) 40.2
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ...... 10.9 (1.7 4.0
Cash and cash equivalents at beginningofyear .......................... 7.8 9.5 5.5
Cash and cash equivalents atendof year ................... ... ... $ 187 $ 78 $ 95

See accompanying notes to consclidated financial statements.

Consolidated Statement of Cash Flows

Carpenter Technology Corporation

2002 2001 2006
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Consolidated Balance Sheet

Carpenter Technology Corporation

June 30, 2002 and 2001
2002 2001
(in millions,
except share data)
ASSETS
Current assets:
Cash and cash eqUIVAIENES ... ... ...ttt e $ 187 $ 78
Accounts receivable, net of allowance for doubtful accounts of $2.6 and $2.3 at June 30, 2002
and 2001, reSpeCtiVely ... .. e e e 133.7 193.8
INVentOTIOS . . . oo e 190.0 241.1
Other CUITENE A8 . . o .ottt ittt ettt ettt e et et e 33.5 164
TOtal CUITENE ASSELS « - . vt e ottt ettt ettt et e et ettt ee e et nnaeans 375.9 459.1
Property, plant and equipment, et ... ... ... i e 713.1 752.2
Prepaid PENSION COSt .. ...\ it e e e 255.9 225.6
GoodWIll ... e e 46.3 161.7
Trademarks and trade names, Net .. .. ... ... ittt e 26.4 275
L0 T LTt - A 61.9 65.4
O Al ASSEES . . o oottt et e e e e $1,4795 $1,691.5
LIABILITIES
Current liabilities:

Short-termn debt . ... ... $ 168 3% 170.6

ACCOUNES PAYADIE . . .o ittt ittt e et e e e, 76.8 82.3

Accrued HabIlties . .. ottt it e e e e s 61.1 63.9

Deferred INCOMIE LaXES . . . v vttt ettt et ettt e e e 5.9 2.1

Current portion of long-term debt .. ........ ... e 50.2 25.2

Total current Habilities .. ... .. .t i e e e 210.8 344.1
Long-term debt, net of current portion .......... ... ... e 375.8 326.9
Accrued postretirement benefits . ........ .ot e e 167.8 157.8
D erTed IMCOIME (XS . . . oot i vt ettt it et e e e e 182.3 177.8
Other Habilitles .. ... ... e e e e 34.5 36.3

Total Habilities . ... .ottt e e e e 971.2  1,042.9
STOCKHOLDERS’ EQUITY
Convertible preferred stock—authorized 2,000,000 shares ....................cooiiiii.. 244 264
Common stock—authorized 100,000,000 shares; issued 23,450,019 shares and 23,267,519 shares '

at June 30, 2002 and 2001, respectively .. ... ... o i s 117.3 116.3
Capital in excess of par value—common stock .......... ..ttt s 200.1 196.7
Reinvested earmings . . . ... cvt ittt e e 229.0 378.4
Common stock in treasury (1,104,295 shares and 1,108,247 shares at June 30, 2002 and 2001,

TespeCtiVely), At COSt .. o e (38.3) (38.4)
Deferred compensation . ....... ... i (1.7 (13.1)
Accumulated other comprehensive income (10SS) . ... ...ttt e (12.5) (16.7)

Total stockholders’ equity . .. ... oot e 508.3 648.6
Total liabilities and stockholders’ equity . .. ... ...ttt e e i et $1,479.5 $1,691.5

See accompanying notes to consolidated financial statements.
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Consolidated Statement of Changes in Stockholders’ Equity

Carpenter Technology Corporation
For the years ended June 30, 2002, 2001 and 2000

Common Stock

Convertible Accumulated
Preferred Par Capital in Common Deferred Other Comp. Total Stock-
Stock Par Value Excess of Reinvested Stock in Compen- Income holders’
Value of $5 of $5 Par Value Earnings Treasury sation (Loss) Equity
{in millions, except per share data)
Balances at June 30, .

1999 .............. $26.8 $115.3 $191.9 $ 365.5 $(384) $(16.4) $(12.2) $632.5
Netincome........... 53.3 53.3
Cash dividends:

Common @ $1.32 per

share ............ (29.0) (29.0)

Preferred @ $5,362.50

pershare ........ (1.8) (L.8)
Stock options

exercised .......... 0.1 0.1
Other................ 0.8) 0.1 0.2 2.3 3.3) (1.5)
Balances at June 30,

2000 .............. $26.0 $1154 $192.2 $ 388.0 $(88.4) $(14.1) $(15.5) $653.6
Netincome........... 21.1 21.1
Cash dividends:

Common @ $1.32 per

share ............ (29.1) (29.1)

Preferred @ $5,362.50

pershare ........ (1.6) (1.6)
Stock options

exercised .......... ' 0.8 3.1 3.9
Other................ (0.6) 0.1 14 1.0 (1.2) 0.7
Balances at June 30, .

2001 .............. $25.4 $116.3 $196.7 $ 378.4 $(38.4) $(13.D $(16.7) $648.6
Net(loss) ............ (118.3) (118.3)
Cash dividends:

Common @ $1.32 per

share ............ (29.2) (29.2)

Preferred @ $5,362.50

pershare ........ (L9 1.9
Stock options

exercised .......... 0.7 2.3 3.0
Other................ (1.0) 0.3 1.1 0.1 14 4.2 6.1
Balances at June 30,

2002 .............. $24.4 $117.3  $200.1 $ 229.0 $(38.3) $(11.7) $(12.5) $508.3

See accompanying notes to consolidated financial statements.
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Consclidated Statement of Changes in Stockholders’ Equity (continued)

Carpenter Technology Corporation
For the vears ended June 30, 2002, 2001 and 2000

Common Shares

Preferred Net
Shares Issued Issued Treasury  Qutstanding
Balances at June 30, 1999 .................... 425.8 23,051,776 (1,105,041) 21,946,735
Stock options exercised, net of 3,753 shares
exchanged ............ ... . oo, 2,587 2,687
Other...... ... ..o, (12.7) 17,272 (2,159) 15,113
Balances at June 30,2000 .................... 413.1 23,071,635 (1,107,200) 21,964,435
Stock options exercised . ........... ... . ... 154,230 154,230
Other........iiii i i 9.1 41,654 (1,047) 40,607
Balances at June 30,2001 .................... 404.0 23,267,519 (1,108,247) 22,159,272
Stock options exercised . .............. . ..., 144,900 144,900
Other . ... e e (15.6) 37,600 3,952 41,552
Balances at Jume 30,2002 .................... 388.4 23,450,019 (1,104,295) 22,345,724

Consolidated Statement of Comprehensive income (Loss)

Carpenter Technology Corporation
For the years ended June 30, 2002, 2001 and 2000

2002 2001 2000

(in millions)

Netincome (I0SS) . ..o vv ottt et e et e $(118.3) $21.1 $53.3
Net gains (losses) on derivative instruments, netoftax ...................... 40 (@23 —
Foreign currency translation, netoftax ..................... ... ..ol L. 0.2 04 (33
Cumulative effect of change in accounting principle for derivatives and hedging

activities (SFAS 133), netoftax ........ ..ot i — 08 —
Unrealized loss on investment, netoftax ............. ... ... ... . oot —_ 0.1 —
Comprehensive income (I0SS) ... ..vtt ittt ettt i $(114.1) $19.9 $50.0

See accompanying notes to consolidated financial statements.

33




CARPENTER TECHNOLOGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

Basis of Consolidation—The consolidated financial statements include the accounts of Carpenter and
all majority-owned subsidiaries. All significant intercompany accounts and transactions are eliminated.
Investments in companies in which Carpenter has an ownership interest of 20 to 50 percent are
accounted for on an equity basis and accordingly, Carpenter’s share of their income or loss is included
in other income, net in the consolidated statement of operations.

Revenue Recognition—Revenue, net of related discounts and allowances, is recognized when product
is shipped and title and risk of loss has transferred to the customer.

Cash Equivalents—Cash equivalents consist of highly liquid instruments with maturities at the time of
acquisition of three months or less. Cash equivalents are stated at cost, which approximates market.

Invemtories—Inventories are valued at the lower of cost or market. Cost for inventories is principally
determined by the Last-In, First-Out (LIFO) method. Carpenter also uses the First-In, First-Out (FIFO)
and average cost methods.

Fixed Assets and Depreciation—Fixed assets are stated at historical cost less accumulated
depreciation. Depreciation for financial reporting purposes is computed by the straight-line method
over the estimated useful lives of the assets. Depreciation for income tax purposes is computed using
accelerated methods. Upon disposal, assets and related depreciation are removed from the accounts
and the differences between the net amounts and proceeds from disposal are included in other income,
net in the consolidated statement of operations.

Computer Software and Amertization—Computer software is included in other assets on the
consolidated balance sheet, and is amortized for financial reporting purposes on a straight-line basis
over the respective estimated useful lives, ranging principally from 3 to 10 years.

Goodwill—Effective July 1, 2001, goodwill, which represents the excess of the purchase price over the
estimated fair value of the identifiable net assets of companies acquired to date, is no longer being
amortized, and will be tested for impairment at least annually.

Trademarks and Trade Names—The costs of trademarks and trade names are amortized for financial
reporting purposes on a straight-line basis over the 30 year estimated useful life of these finite-lived assets.

Tangible Long-Lived Assets—Tangible long-lived assets are reviewed for impairment and written
down to fair value whenever events or changes in circumstances indicate that the carrying value may
not be recoverable through future undiscounted cash flows. The amount of the impairment loss is the
excess of the carrying amount of the impaired assets over the fair value of the assets based upon
discounted future cash flows.

Environmental Expenditures—Environmental expenditures that pertain to current operations or to
future revenues are expensed or capitalized consistent with Caipenter’'s capitalization policy for
property, plant and equipment. Expenditures that result from the remediation of an existing condition
caused by past operations and that do not contribute to current or future revenues are expensed.
Liabilities are recognized for remedial activities when the remediation is probable and the cost can be
reasonably estimated. Recoveries of expenditures are recognized as receivables when they are
estimable and probable. Estimated liabilities are not discounted to present value, but estimated
receivables are measured on a discounted basis.
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CARPENTER TECHNCLOGY CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

1. Summary of Significant Accounting Policies (Continued)

Foreign Currency Translatiom—Assets and liabilities of most foreign operations are translated at
exchange rates in effect at year-end, and their income statements are translated at the average monthly
exchange rates prevailing during the year. Translation gains and losses are recorded each period in
other comprehensive income (loss) until the foreign entity is sold or liquidated. For operations in highly
inflationary countries and where the local currency is not the functional currency, inventories, property,
plant and equipment, and other noncurrent assets are converted to U.S. dollars at historical exchange
rates, and all gains or losses from conversion are included in other income, net.

Freight and Handling Fees and Costs—Effective July 1, 2000, freight and handling costs billed
separately to customers are included as part of sales on the consolidated statement of operations, and
freight and handling costs expensed are included as part of cost of sales on the consolidated statement
of operations. Reclassification of fiscal 2000 freight and handling costs resulted in increasing sales by
$13.3 million, increasing cost of sales by $42.6 million and decreasing selling and administrative
expenses by $29.3 million, respectively. '

Overhaul Costs—Major maintenance costs incurred during scheduled plant shutdowns are capitalized
when incurred and amortized over the period until the next scheduled shutdown, which is generally
within the same fiscal year.

Use of Estimates—The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.

Reclassifications—Certain reclassifications of prior years’ amounts have been made to conform with
the current year’s presentation.

Accounting Changes—In June 2001, the Financial Accounting Standards Board (FASB) issued
Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets”
which primarily addresses the accounting for goodwill and intangible assets subsequent to their
acquisition. Under SFAS 142, gocdwill and intangible assets with indefinite lives will no longer be
amortized, and will be tested for impairment at least annually. Carpenter elected early implementation
of SFAS 142 in fiscal 2002. Carpenter recorded a non-cash, non-operating charge of $112.3 million ($5.06
per diluted share) to reduce the carrying value of its goodwill as of the beginning of fiscal 2002. The
charge is reflected as a cumulative effect of an accounting change in the accompanying consolidated
statement of operations. For additional discussion on the impact of adopting SFAS 142, see Note 6 to
the consolidated financial statements.

In the fourth quarter of fiscal 2001, Carpenter changed its method of accounting for revenue
recognition in accordance with the guidance of the Securities and Exchange Commission's Staff
Accounting Bulletin No. 101 (SAB 101), “Revenue Recognition in Financial Statements”. Carpenter’s
standard terms of sale for most of its sales included a provision that title to the goods was retained as a
security interest until payment was received, even though the risks and benefits of ownership were
passed to the customer at the time of shipment. Under SAB 101, except for certain foreign units,
revenue cannot be reccgnized until title passes to the customer, which in Carpenter’s case was when
payment was received. This bulletin was adopted prospectively, and therefore did not result in a
restatement of any results reported prior to July 1, 2000.
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1. Summary of Significant Accounting Policies (continued)

On April 1, 2001, Carpenter changed its terms of sale sc that revenue is recognized when product is
shipped, in accordance with its historical practice. The combined effect of SAB 101 and the change in
terms of sale increased fiscal 2001 sales by $138.0 million and income before cumulative effect of
accounting change by $14.1 million, net of $9.4 million of tax. The cumulative effect at July 1, 2000 of
this change in accounting principle was a charge of $14.1 million after taxes, or $.62 per diluted share.

As a result of adopting SAB 101 in fiscal 2001, all revenues reported through March 31, 2001 were
deferred until cash was received. Results for the quarter ended June 30, 2001 included revenues from
sales made in the quarter as well as collections on prior sales.

The fiscal 2001 restatements affected the quarterly distribution of earnings during fiscal 2001, but
had no effect on total net income or earnings per share for that year. Carpenter's consolidated
statements of operations and cash flows for the first three quarters of fiscal 2001 have been restated in
the fiscal 2001 10-K to include the effects of conforming to SAB 101.

As reported and pro-forma net income and earnings per share information for the year ended
June 30, 2000, assuming SAB 101 had been applied retroactively, are as follows:

(in millions, except per
share information)

Net income: ‘
ASTEPOTEEA . ..ot $63.3
Proformaunder SAB 101 .......... ..., $48.3

Basic earnings per share:

ASTEPOItEA . .. i e $2.35
Proformaunder SAB101 ......... ... . i, $2.12

Diluted earnings per share:

ASTEPOTtEd ...\t e e $2.31
Proformaunder SAB 101 ........... ..ottt $2.09

New Accounting Prencuncements

In August 2001, the FASB issued Statement No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets” (SFAS 144). SFAS 144 supersedes SFAS 121, “Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of”, and provides new rules on asset
impairment and a single accounting model for long-lived assets to be disposed of. Although retaining
many of the fundamental recognition and measurement provisions of SFAS 121, the new rules
significantly change the criteria that would have to be met to classify an asset as held-for-sale. The new
rules also supersede the provisions of Accounting Principles Board Opinion No. 30, “Reporting the
Results of Operations—Reporting the Effects of Disposal of a Segment of a Business, and
Extraordinary, Unusual and Infrequently Occurring Events and Transactions,” with regard to reporting
the effects of a disposal of a segment of a business and require expected future operating losses from
discontinued operations to be displayed in discontinued operations in the period(s) in which the losses
are incurred. SFAS 144 is effective in fiscal 2003, and is not expected to have a material impact on
Carpenter’s consolidated financial statements.
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1. Summary of Significant Accounting Policies (continued)

In April 2002, the FASB issued Statement No. 145, “Recision of SFAS Nos. 4, 44 and 64, Amendment
of SFAS 13, and Technical Corrections as of April 2000” (SFAS 145). SFAS 145 revises the criteria for
classifying the extinguishment of debt as extraordinary and the accounting treatment of certain lease
modifications. SFAS 145 is effective in fiscal 2003, and is not expected to have a material impact on
Carpenter’s consolidated financial statements.

On July 30, 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities” (SFAS 146). SFAS 146 establishes accounting guidelines for the recognition and
measurement of a liability for the cost associated with an exit or disposal activity initially at its fair
value in the period in which the liability is incurred, rather than at the date of a commitment to an exit
or disposal plan. This standard is effective January 1, 2003 for all exit or disposal activities initiated after
that date.
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2. Earnings (Loss) Per Common Share

The calculations of earnings (loss) per share for the years ended June 30, 2002, 2001 and 2000 are
shown below. No calculations are presented for the diluted losses per share for fiscal 2002 since the
assumed conversion of preferred shares into .8 million common shares and the assumed exercise of 2.0

million stock options are anti-dilutive.

Basic EPS:

Income (loss) before cumulative effect of accounting changes

Dividends accrued on convertible preferred stock, net

Earnings (loss) available for common stockholders
Cumulative effect of accounting changes

Net income (loss) available for common stockholders

Weighted average commmon shares outstanding

of tax benefits

Income (loss) per share before cumulative effect of accounting changes .. ..

Cumulative effect of accounting changes per share

Basic net income (loss) per share

Diluted EPS:
Income before cumulative effect of accounting change

Assumed shortfall between common and preferred dividends

Earnings available for common stockholders
Cumulative effect of accounting change

Net income available for common stockholders

Weighted average common shares outstanding
Assumed conversion of preferred shares ...........
Effect of shares issuable under stock option plans

Adjusted weighted average common shares

Income (loss) per share before cumulative effect of accounting changes . ...

Cumulative effect of accounting changes per share

Diluted net income (loss) per share

2002 2001 2000

(in millions, except
per share data)

$ (6.0) $352 $53.3
(1.8) (1.7 (1.8

(7.8) 335 bL5
(112.3) (14.1) —

$(120.1) $ 194 $51.5

222 220 22,0
$ (0.35) $ 152 $2.35
(5.06) (0.64) —

$ (5.41) $0.88 $2.35

$352 $53.3
0.7 (0.6
345 527
(14.1) —

$204 $52.7
220 22.0
08 08
01 —

229 228

$ (0.35) $ 1.50
(6.06) (0.62)

$ (5.41) $0.88

$2.31

$2.31

In fiscal 2001 and 2000, 1.4 million and 1.8 million stock options, respectively, were excluded from
the computation of diluted earnings per share because the exercise prices of the then outstanding
options were above the average market price for the related periods.
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3. Special Charge

During the fourth quarter of fiscal 2001, Carpenter incurred a special charge of $37.6 million before
taxes that was recognized in the consolidated statement of operations as a separate $36.0 million special
charge, an addition to cost of sales of $1.2 million as a result of a writedown of inventory and an
addition to selling and administrative expenses of $.4 million due to a writedown of accounts receivable.
The components of this special charge are indicated below.

Due to the pending divestiture of four Engineered Products Group (EPG) business units that
were considered non-strategic, the Company recorded a pre-tax charge of $19.3 million
consisting of $15.7 million in writedowns of long-lived assets, $1.2 million in writedowns of
inventory, $.4 million in writedowns of accounts receivable, $1.0 million in writedowns of other
current and non current assets, and $1.0 million for related exit costs. The $15.7 million
writedown of long-lived assets consisted of machinery and equipment—$9.2 million (book value
prior to writedown of $12.7 million), buildings—$2.1 million {(book value prior to writedown of
$2.5 million), land—$.3 million (book value prior to writedown of $.3 million), and goodwill—
$4.1 million (book value prior to writedown of $4.1 million). The book value of other current
and non current assets prior to the writedown was $1.1 million. These business units had
combined fiscal 2001 annual sales and a net operating loss (before the special charge) of $25.0
million and $3.0 million, respectively. Operating results of these EPG business units were
immaterial for fiscal years 2002 and 2001. Two of the EPG business units have been sold—one
in October 2001 and the second in January 2002. The sales of the two remaining business units
are expected to occur in fiscal 2003.

Carpenter implemented a reduction in its workforce of approximately 100 salaried positions as
a result of the realignment of Specialty Alloys Operations (SAQ) and Corporate staff. As of June
30, 2002, this workforce reduction was complete. The pre-tax charge of $9.1 million consisted
primarily of various personnel-related costs to cover severance payments, enhanced pension
benefits, medical coverage and related items. Of this charge, $6.8 million will be paid from the
qualified pension plan and, accordingly, this portion of the special charge reduced the prepaid
pension cost account on the balance sheet. There was also a $1.7 million pre-tax charge to
writeoff certain SAO construction in progress due to the decision in the fourth quarter of fiscal
2001 to discontinue the capital project.

Carpenter incurred a one-time, non-cash charge of $7.5 million before taxes as a result of a May
2001 settlement agreement reached with the City of Bridgeport, Connecticut and the Bridgeport
Port Authority in connection with the disposal of Carpenter’s former steel mill property in
Bridgeport. Under the settlement agreement, Carpenter received $9.25 million and retained
responsibility for an existing oil deposit on the property, except to the extent the oil deposit is
disturbed by the City of Bridgeport or the Bridgeport Port Authority or a third party acting on
their behalf to develop the site.
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4. Inventories

June 30
2002 2001
(in millions)
Finished and purchased productS . . .. ... $102.4 $108.7
W OTK N PrOCESS ..ot e 1456.6 1854
Raw materials and supplies .. ...t e 51.0 445
Total at CUITent COSE . . .. .ot e e et et e e e 299.0 338.6
Less excess of current cost over LIFOwvalues .. ........ ... ... . L. 109.0 97.5

$190.0 $241.1
Current cost of LIFO-valued inventories was $233.9 million at June 30, 2002 and $272.5 million at
June 30, 2001. The reductions in LIFO-valued inventories increased cost of sales by $9.0 million before
taxes or $.26 per diluted share during fiscal 2002. In fiscal 2001, the reductions in LIFO-valued
inventories decreased cost of sales by $.7 million before taxes or $.02 per diluted share.

5. Property, Plant and Equipment

June 3G
2002 2001
(in millions)
Land ..o e $ 75 % 77
Buildings and building equipment .......... ... .. .. o oo e 236.3 233.8
Machinery and equipraent ... ...........o i i e 1,102.2 1,076.0
Construction IN Progress . ......ov.tiiiii e 8.9 284
Total At COSt . ..ottt e e 1,354.9 1,345.9
Less accumulated depreciation and amortization ...................... 641.8 593.7

$ 7131 $ 7522

The estimated useful lives of depreciable assets are as follows: land improvements—20 years;
buildings and building equipment—20 to 45 years; machinery and equipment—=5 to 30 years; autos and
trucks—3 to 6 years; office furniture and equipment—3 to 10 years.

6. Goodwili and Other intangible Assets
The changes in the carrying amount of goodwill for the year ended June 30, 2002, are as follows:
Specialty Engineered

Metals Products
Segment Segment Total

(in millions)

Balance as of June 30,2001 ......... ... i i $ 150.0 $11.7 $ 161.7
Impairmentcharge ............ .. ... o i (112.3) — (112.3)
Decrease due to a change in estimate relating to the

realization of certain tax assets for a previously acquired

To10] (114721 1) PP (2.8) — (2.8)
Other ... .o e e 0.3) — 0.3)
Balanceasof June 30,2002 . ....................... . $ 346 $11.7  § 463
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6. Goodwill and Other Intangible Assets (continued)

The $112.3 million impairment charge or $5.06 per diluted share is a non-cash, non-operating
charge, and was recognized as a cumulative effect of an accounting change as of the beginning of fiscal
2002. Fair value of the reporting units was estimated on July 1, 2001 based upon discounted cash flow
analyses and the use of market multiples. The fair value of certain reporting units was less than their

carrying value.

Also, effective July 1, 2001 goodwill is no longer being amortized. The total amount of goodwill
amortization recorded by Carpenter in fiscal 2001 and 2000 was $6.7 million. Accumulated amortization
of goodwill was $29.0 million and $22.6 million at June 30, 2001 and 2000, respectively. Net income and
earnings per share for fiscal 2001, adding back goodwill amortization of $6.7 million ($.29 per basic
share and $.28 per diluted share) would have been $27.8 million, $1.17 per basic share and $1.16 per
diluted share. Income before cumulative effect of accounting change would have been $41.9 million,
$1.81 per basic share and $1.78 per diluted share. Net income and earnings per share for fiscal 2000,
adding back goodwill amortization of $6.7 million ($.29 per basic share and $.28 per diluted share)
would have been $60.0 million, $2.64 per basic share and $2.59 per diluted share.

As of June 30, 2002, Carpenter has $26.4 million of trademarks and trade names that have a gross
carrying value of $32.0 million and accumulated- amortization of $56.6 million. As of June 30, 2001,
Carpenter had $27.5 million of trademarks and trade names that had a gross carrying value of $32.0
million and accumulated amortization of $4.5 million. Carpenter has determined that the 30-year life
previously assigned to these finite-lived assets is still appropridte, and has recorded $1.1 million of
amortization expense in fiscal years 2002, 2001 and 2000. The estimated annual amortization expense
for each of the succeeding five fiscal years is $1.1 million.

7. Debt

As part of Carpenter’s debt refinancing strategy designed to enhance liquidity, Carpenter entered into
a series of financing arrangements during fiscal 2002. In August 2001, Carpenter issued $100 million of 10-
year medium-term notes with a coupon of 7.625%. Carpenter used the net proceeds from the sale of the
notes to reduce the outstanding principal amount under its short-term revolving credit agreements.

In November 2001, Carpenter entered intc a $125 million five-year unsecured credit facility
(“Committed Facility”) and a $75 million 364-day unsecured credit facility (“364-day Facility™).
Borrowings under each of the facilities accrue at either a base rate or LIBOR plus applicable margin.
The facilities contain two financial covenants, a debt-to-capital test and an EBITDA-to-interest coverage
test. At June 30, 2002, the Company had $116.2 million available under its Committed Facility, after
taking into account $8.8 million of outstanding letters of credit, and had $58.2 million available under
the 364-day Facility.

On September 3, 2002, Carpenter and its lenders amended the Company’s $125 million, five-year
Committed Facility. The amendment reduced the minimum coverage under the EBITDA-to-interest
covenant for the trailing four quarter periods ending September 30, 2002, December 31, 2002 and March
31, 2003. Thereafter, the covenant reverts to the original terms under the Committed Facility.

Also on September 3, 2002, the Company entered into a new $75 million, 364-day unsecured credit
facility and cancelled its $75 million, 364-day credit facility dated November 2001. The terms and
conditions of the new 364-day facility are essentially the same as those contained in the Company’s
amended $125 million Committed Facility.
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7. Debt {continued)

For the years ended June 30, 2002, 2001 and 2000, interest cost totaled $34.9 million, $41.1 million
and $39.4 million, of which $.3 million, $.8 million and $6.0 million, respectively, were capitalized as part
of the cost of plant, equipment and software.

The weighted average interest rates for short-term borrowings, including the accounts receivable
purchase facility, during fiscal 2002, 2001 and 2000 were 3.3 percent, 6.2 percent and 6.1 percent,
respectively. :

Long-term debt outstanding at June 30, 2002 and 2001, consists of the following:

June 30 ]
2002 2001
(in millions)
Medium-term notes, Series B at 6.28% to 7.10% due from April 2003 to 2018 .... $198.0 $198.0
9% Sinking fund debentures due 2022, callable beginning in March 2002 at
104.2%; sinking fund requirements are $5.0 million annually from March
2003 t0 2021 ... e 99.7 99.7
Medium-term notes, Series C at 7.625% due 2011~ .......... ... ... ... ... 99.5 —
Medium-term notes, Series A at 6.95% due June 2005 ...................... 20.0 45.0
O e . . e 8.8 9.4
417 Y 426.0 352.1
Less amounts due withinoneyear ........... ... .. .. oiiiiiiiiini.n. 50.2 25.2
Long-term debt, net of current portion ................. i, $375.8 $326.9

Aggregate maturities of long-term debt for the four years subsequent to June 30, 2003, are $5.2
million in fiscal 2004, $45.2 million in fiscal 2005, $5.2 million in fiscal 2006 and $5.2 million in fiscal
2007.

8. Accounts Receivable Purchase Faciiity

In December 2001, Carpenter and CRS Funding Corp., a wholly cwned consclidated Special
Purpese Entity, entered into a $756 million three-year accounts receivable purchase facility (“Purchase
Facility”) with an independent financial institution. Pursuant to the terms of the Purchase Facility,
Carpenter sells certain of its accounts receivable to CRS Funding Corp. In turn, CRS Funding Corp. sells
a participating interest in these accounts receivable to the independent financial institution. These
transactions are treated as sales under SFAS No. 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities”. All intercompany transactions and balances
between Carpenter and CRS Funding Corp. are eliminated in the consolidated financial statements.
Carpenter will continue to service the accounts receivable.

At June 30, 2002, CRS Funding Corp. owned $81.5 million of Carpenter’s accounts receivable, and in
June sold a participating interest of $10.0 million to the independent financial institution. Carpenter
received from CRS Funding Corp. $10.0 million in cash and a subordinated note for the balance of the
accounts receivable sold. Carpenter used the cash received from the sale to pay down debt.
Accordingly, the sale of the participating interest in the accounts receivable and the pay down of the
debt result in removing the equivalent amount of accounts receivable and short-term debt from
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8. Accounts Receivable Purchase Facility (continued)

Carpenter’s consolidated balance sheet, and increasing net cash provided from operations as well as
decreasing cash provided from financing activities on the consolidated statement of cash flows. Total
fiscal 2002 expenses relating to the Purchase Facility were $.4 million.

The economic substance of the Purchase Facility is based on the sale of a portion of CRS Funding
Corp.’s accounts receivable to an independent financial institution, and the receipt of cash at full value
from the independent financial institution. CRS Funding Corp.’s ability to continue raising capital under
the Purchase Facility is dependent, in part, upon the amount and quality of the accounts receivable it
purchases from Carpenter.

8. Financial instruments

The carrying amounts and estimated fair values of Carpenter's financial instruments were as
follows:

June 30
2002 2001
Carrying Fair Carrying Fair
Value Value Vaiue Value

(in millions)
Cash and cash equivalents ...............ooevuririnnnnnnnnnnn, $187 $187 $ 78 §$ 7.8
Company-owned life insurance ...............c.coorinnnnnen.. $170 $ 170 $ 163 $ 163
Shorttermadebt ., ... ... ... i e $ 168 §$ 168 $170.6 $170.6
Long-termdebt . ........ ...t $426.0 $430.0 $352.1 $344.0
Commodity swaps, forwards and options ...................... $ 80 $ 80 $ (200 $ (20
Foreign currency forwards andoptions ........................ $(26) $(@26) $ 16 $ 16
Interest rate swaps and 10CKS . ... .....ovin i $ 06 $ 06 $ — $ —

The carrying amounts for cash, cash equivalents and short-term debt approximate their fair values
due to the short-term maturities of these instruments. The carrying amount for company-owned life
insurance reflects cash surrender values based upon the market values of underlying securities.

The fair values of long-term debt as of June 30, 2002 and 2001, were determined by using current
interest rates and market values of similar issues.

Carpenter adopted SFAS No. 133, as amended, “Accounting for Derivative Instruments and Hedging
Activities” (SFAS 133), on July 1, 2000. SFAS 133 requires that all derivative instruments be recorded on
the balance sheet at their fair value. Changes in the fair value of derivatives are recorded each period in
earnings or other comprehensive income (loss), depending on the type of hedging instrument and the
effectiveness of the hedges. In accordance with the transition provisions of SFAS 133, Carpenter
recorded a cumulative positive adjustment to other comprehensive income (loss) of $.8 million, after
tax, to recognize the fair value of its derivative instruments as of the date of adoption.
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9. Financial Instruments (continued)

Carpenter’s current risk management strategies include the use of derivative instruments to reduce
certain risks. These strategies are:

* The use of commodity swaps, forwards and options to fix the price of a portion of anticipated
future purchases of certain raw materials and energy to offset the effects of changes in the
costs of those commodities.

* The use of foreign currency forwards and options to hedge a portion of anticipated future sales
denominated in foreign currencies, principally the Euro and Pound Sterling, in crder to offset
the effect of changes in exchange rates.

» The use of foreign currency forwards and options to hedge certain foreign currency
denominated intercompany receivables, primarily in Euro and Pound Sterling, to offset the
effect on earnings of changes in exchange rates until these receivables are collected.

» The use of interest rate swaps to maintain a certain level of floating rate debt relative to fixed
rate debt.

All of the derivatives used by Carpenter in its risk management strategies are highly effective hedges
because all of the critical terms of the derivative instruments match those of the hedged item. All of the
described derivative instruments, except for hedges of intercompany receivables denominated in foreign
currencies, have been designated as cash flow hedges at the time of adoption of SFAS 133 or if entered
into later than July 1, 2000 at the time they were executed. The hedges of intercompany receivables
denominated in foreign currencies do not qualify for hedge accounting. All derivatives are adjusted to their
fair market values at the end of each calendar quarter. Unrealized net gains and losses for cash flow
hedges are recorded in other comprehensive income (loss). At the time the anticipated transactions occur,
any unrealized gains and losses on the related hedge are reclassified from other comprehensive income
(loss) to the consolidated statement of operations, thus offsetting the income effects of the anticipated
transactions to which they relate. Amounts reclassified to the consolidated statement of operations are
included in cost of sales (commodity hedges), interest expense (interest rate swaps) and sales (foreign
exchange hedges of anticipated sales). All unrealized gains or losses on hedges of intercompany
receivables denominated in foreign currencies are recorded in other income, net each quarter. If an
anticipated transaction is no longer expected to occur, unrealized gains and losses on the related hedge
are reclassified to the consolidated statement of operations. Cash flow hedges at June 30, 2002 have
various settlement dates, the latest of which is an April, 2008 interest rate swap.

Carpenter evaluates all derivative instruments each quarter to determine that they are highly
effective. During the year ended June 30, 2002, unrealized net gains totaling $1.1 million after taxes were
recorded in other comprehensive income (loss), and $2.9 million of expenses (net of tax benefits) were
reclassified from other comprehensive income (loss) to the consolidated statement of operations
including $.2 million of net gains for anticipated raw material purchase transactions which were no longer
expected to occur. During the year ended June 30, 2001, unrealized net losses totaling $1.7 million after
taxes were recorded in other comprehensive income (loss), including the $.8 million cumulative effect
recorded as of July 1, 2000, and $.2 million of income after taxes was reclassified from other
comprehensive income (loss) to the consolidated statement of operations. There were no reclassifications
from other comprehensive income (loss) to the consolidated statement of operations during the year
ended June 30, 2001 that were caused by anticipated transactions that were no longer expected to occur.
Any ineffectiveness is recorded in the cconsolidated statement of operations. The ineffectiveness for
existing derivative instruments for the years ending June 30, 2002 and 2001 was immaterial.
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9. Financial Instruments (continued)

As of June 30, 2002, $2.5 million after taxes of net gains from derivative instruments was included in
accumulated other comprehensive income (loss) of which $2.1 million after taxes is expected to be
reclassified to the consolidated statement of operations within one year.

Carpenter is exposed to credit risk related to its financial instruments in the event of non-
performance by the counterparties. Carpenter does not generally require collateral or other security to
support these financial instruments. However, the counterparties to these transactions are major
financial institutions deemed credit worthy by Carpenter. Carpenter does not anticipate non-
performance by the counterparties.

10. Accrued Liabiiities

June 30

2002 2001

Fn—millions)
COMPENSALION . ...\ttt ettt ittt e e e e e $16.3 $18.6
Employee benefits .. ... ... 126 122
01 =) (=] T 8.6 7.6
DIV VES . ottt e e e e e e e 3.2 2.7
Taxes, otherthanincome . ........ ... . i i i i i i 2.3 1.7
EnVIrONIMEN Al COSES . . . .ttt i i e e e 0.9 2.2
] 1 <3 o U 172 189

$611 3639
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11. Pension and Other Postretirement Benefits

Carpenter provides several noncontributory defined benefit pension plans and postretirement
benefit plans to certain of its employees. The following provides a reconciliation of benefit obligations,
plan assets, and funded status of the plans.

Other
Postretirement
Pension Plans Plans
2002 2001 2002 2001
(in miflions)

Change in projected benefit obligation
Projected benefit obligation at beginning of year ............... $602.5 $ 5763 §$ 189.6 $ 179.0
SeIVICE COSE ..ot e 15.4 16.0 24 2.6
Interest CoSt .. ..ot e 43.3 434 13.6 13.5
Benefitspaid ........ ... .. (44.6) (384) (13.9) 9.6)
Actuarial (gain)1oSs ........ i e 3.7 2.9 27.0 4.1
Special termination benefits® ... ... ... .. ... o (0.8) 8.1 — —
Planamendments .............. ... it (16.6) — 119 —
Projected benefit obligation atend of year ..................... $602.9 $ 6025 $ 2068 $ 189.6
Change in plan assets
Fair value of plan assets at beginning ofyear ................... $886.5 $1,022.8 $ 550 $ 894
Actual return (loss) onplanassets .. ...l i (90.2) (99.7 (4.2) (25.3)
Benefits paid from planassets ............ ... ... . oo (44.6) (384) (139 (9.6)
Contributions . . . ... e 2.7 1.8 — 0.5
Fair value of plan assetsatendofyear ........................ $7544 $ 8865 $ 369 $ 55.0
Funded status of the plans $151.56 $ 284.0 $(169.9) $(134.6)
Unrecognized net (gain)loss.......... ... .. i i 76.8 (105.6) 20.4 (15.7)
Unrecognized prior service cost (benefit) ...................... 6.4 26.0 (18.6) (7.7)
Unrecognized transition obligation ........................... 0.1 0.1 — —
Prepaid (accrued) benefitcost ...............c i, $234.8 $ 204.5 $(168.1) $(158.0)
Principal actuarial assumptions at June 30:
DiSCOUNETate .. ... oo e 7.25% 75%  7.25% 7.5%
Long-term rate of compensation increase . .. ... [P 4.0% 4.0% — —
Long-term rate of return onplanassets .. ...................... 10.0% 10.0%  10.0%  10.0%

@  Benefits provided to employees terminated as a result of a reduction in salaried work force. See
note 3 to the consolidated financial statements.
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11. Pension and Other Postretirement Benefits (continued)

Pension and other postretirement plans included the following net credits and costs components:

QOther
Pension Plans Postretirement Plans
2002 2001 2000 2002 2001 2000
(in millions)
SEIVICE COSE . .o i vttt e e $1564 $160 $173 $24 $26 $28
Interestcost ........ ... il 43.3 434 40.2 136 135 125
Expected returnonplanassets ...................... 87.3) (90.9) (867 9 ((76) (7.2
Amortizationof netgain ............................ (1.3) (138 (131 — 25) (1.2
Amortization of prior service cost (benefit) ............ 2.7 2.6 26 (1.0 07 (0.7
Amortization of transitionasset ...................... — 29 @9 — — —
Net(credit) cost ....... ..o, $(27.2) $(45.6) $(42.6) $10.1 $ 53 $ 6.2

For segment reporting (see note 19 to the consolidated financial statements), Carpenter reports
separately the net pension credit which represents the income relating to Carpenter’s overfunded
defined benefit pension plan (the GRP plan) less an expense for the postretirement benefit plans and
other underfunded defined benefit pensicn plans.

Pension Plans

Carpenter has several underfunded plans which are included in the data presented above. As of
June 30, 2002 and 2001, the projected benefit obligation of the underfunded plans was $25.9 million and
$26.0 million, the total fair value of assets was $1.6 million and $1.6 million, and the accumulated benefit
obligation was $23.5 million and $22.9 million, respectively.

Carpenter also maintains defined contribution pension and savings plans for substantially all
domestic employees. Company contributions were $7.2 million in fiscal 2002 and $7.4 million in fiscal
2001 and fiscal 2000. There were 1,437,110 common shares reserved for issuance under the savings
plans at June 30, 2002.

Other Postretirement Plans

The postretirement benefit plans consist of health care and life insurance plans. Beginning in June
1999, retired employees benefit payments are being paid by a Voluntary Employee Benefit Association
(VEBA). Carpenter has contributed discretionary amounts, which have not exceeded the amount
deductible for tax purposes, into the VEBA. Plan assets are invested in trust-owned life insurance,
which is invested in equity, fixed income and money market securities.

The assumed health care cost trend rate for fiscal 2003 is 7 percent, declining .5 percent per year to
an ultimate rate of 5 percent, and is 7 percent and 6 percent for fiscal 2002 and 2001, respectively. The
health care cost trend rate has a significant effect on the amounts reported. If the assumed health care
cost trend rate was increased by 1 percent, the accumulated projected benefit obligation at June 30,
2002 would have increased by $15.7 million and the postretirement benefit expense for fiscal 2002
would have increased by $1.6 million. If the assumed health care cost trend rate was decreased by 1
percent, the accumulated projected benefit obligation at June 30, 2002 would have decreased by $14.4
million and the postretirement benefit expense for fiscal 2002 would have decreased by $1.4 million.
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12. Contingencies and Commitments
Environmental

Carpenter is subject to various stringent federal, state, local and foreign environmental laws and
regulations relating to pollution, protection of public health and the environment, natural resource
damages and occupational safety and health. Although compliance with these laws and regulations may
affect the costs of Carpenter’s operations, compliance costs to date have not been material. Carpenter has
environmental remediation liabilities at some of its owned operating facilities and has been designated as
a potentially responsible party (“PRP™) with respect to certain third-party Superfund waste disposal sites.
Additionally, Carpenter has been notified that it may be a PRP with respect to other Superfund sites as to
which no proceedings have been instituted against Carpenter. Neither the exact amount of remediation
costs nor the final method of their allocation among all designated PRPs at these Superfund sites have
been determined. The liability for future environmental remediation costs is evaluated by management on
a quarterly basis. Carpenter accrues amounts for environmental remediation costs that represent
management’s best estimate of the probable and reasonably estimable costs related to environmental
remediation. No additional accrual was made during fiscal 2002. For fiscal 2001, the liability for
environmental remediation costs was increased by $.6 million, which was included in cost of sales. Fiscal
2000 included $.8 million of reversals of prior years’ accruals for environmental remediation, which were
reported in other income, net. The liabilities recorded for environmental remediation costs at Superfund
sites, at other third party-owned sites and at Carpenter-owned operating facilities remaining at June 30,
2002, 2001 and 2000, were $5.8 million, $8.0 million and $7.7 million, respectively. A compliance status
report is currently being prepared by an outside consultant to determine what, if any, potential
remediation costs there may be at a former manufacturing site of a Talley Industries, Inc. subsidiary that
was sold prior to Carpenter’s acquisition of Talley Industries, Inc. The estimated range at June 30, 2002 of
the reasonably possible future costs of remediation at Superfund sites, at other third party-owned sites
and at Carpenter-owned operating facilities is between $5.8 million and $12.5 million.

Estimates of the amount and timing of future costs of environmental remediation requirements are
necessarily imprecise because of the continuing evolution of environmental laws and regulatory
requirements, the availability and application of technology, the identification of currently unknown
remediation sites and the allocation of costs among the PRP’s. Based upon information currently
available, such future costs are not expected to have a material effect on Carpenter’s financial position,
results of operations or cash flows. However, such costs could be material to Carpenter’s financial
position, results of operations or cash flows in a particular future quarter or year.

Other

Carpenter also is defending various claims and legal actions, and is subject to contingencies that
are common to its operations. Carpenter provides for costs relating to these matters when a loss is
probable and the amount is reasonably estimable. The effect of the outcome of these matters on
Carpenter’s future results of operations and liquidity cannot be predicted because any such effect
depends on future results of operations and the amount and timing (both as to recording future charges
to operations and cash expenditures) of the resolution of such matters. While it is not feasible to
determine the outcome of these matters, management believes that any total ultimate liability will not
have a material effect on Carpenter’s financial position, results of operations or cash flows.

Carpenter has entered into purchase agreements primarily for various key raw materials at market
related prices, all made in the normal course of business. The purchase commitments covered by these
agreements aggregate approximately $110.0 million, of which $80.0 million (less than 25 percent of
projected raw material requirements) relates to fiscal 2003 and $30.0 million relates to fiscal 2004.
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13. Operating Leases

Carpenter leases certain facilities and equipment under operating leases. Total rent expense was
$12.0 million (net of sub-lease rental receipts), $12.6 million and $10.5 million for the fiscal years ended
June 30, 2002, 2001 and 2000, respectively.

Future minimum payments (net of sub-lease rental receipts) for noncancelable operating leases in
effect at June 30, 2002 were (in millions):

Fiscal Year
2003 ... .. $ 7.7
2004 ... 7.5
2005 ... ... 6.4
2006 ... . i 4.7
2007 ... 4.0
Thereafter ................. 8.5

$38.8

14. Common Stock Purchase Rights

Under a common stock Rights Agreement amended as of June 12, 2000, Carpenter has issued one
common stock purchase right (“Right”) for every outstanding share of common stock. Except as
otherwise provided in the Rights Agreement, the Rights will become exercisable and separate Rights
certificates will be distributed to the stockholders: (1) 10 days following the acquisition of 20 percent or
more of Carpenter’s common stock, (2) 10 business days (or such later date as the Board of Directors
may determine) following the commencement of a tender or exchange offer for 20 percent or more of
Carpenter’s common stock, or (3) 10 days after Carpenter’s Board of Directors determines that a holder
of 15 percent or more of Carpenter's shares has an interest adverse to those of Carpenter or its
stockholders (an “adverse person”). Upon distribution, each Right would then entitle a holder to buy
from Carpenter one newly issued share of its common stock for an exercise price of $145.

After distribution, upon: (1) any person acquiring 20 percent of the outstanding stock (other than
pursuant to a fair offer as determined by the Board of Directors), (2) a 20 percent holder engaging in
certain self-dealing transactions, (3) the determination of an adverse person, or (4) certain mergers or
similar transactions between Carpenter and holder of 20 percent or more of Carpenter’s common stock,
each Right (other than those held by the acquiring party) entitles the holder to purchase shares of
common stock of either the acquiring company or Carpenter (depending on the circumstances) having a
market value equal to twice the exercise price of the Right.

The Rights may be redeemed by Carpenter for $.025 per Right at any time before they become
exercisable. The Rights Agreement expires on June 26, 2006.
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15. Stock-Based Compensation

Carpenter has three stock-based compensation plans for officers and key employees: a 1993 plan, a
1982 plan and a 1977 plan.

1993 Plan:

The 1993 plan provides that the Board of Directors may grant incentive stock options, non-qualified
stock options, stock appreciation rights, restricted stock and performance share awards, and determine
the terms and conditions of each grant. In fiscal 1998, the plan was amended to provide the Chief
Executive Officer with limited authority to grant stock options and restricted stock. In October, 2000,
the stockholders authorized an additional 1,800,000 shares to the plan for share awards. As of June 30,
2002 and 2001, 851,103 and 1,376,936 shares, respectively, were reserved for options and share awards
which may be granted under this plan.

Stock option grants under this plan must be at no less than market value on the date of grant, are
exercisable after one year of employment following the date of grant, and will expire no more than ten
years after the date of grant.

Restricted stock awards outstanding vest from the date of grant to periods ranging principally from
two to five years from the date of grant. When restricted shares are issued, deferred compensation is
determined, and charged to expense over the vesting period. During fiscal 2002, 2001 and 2000, $.5
million, $.2 million and $.4 million, respectively, were charged to expense for vested restricted shares.

Performance share awards are earned only if Carpenter achieves certain performance levels over a
three-year period. The awards are payable at the discretion of the Board of Directors in either shares of
common stock or cash and expensed over the three-year performance period. Fiscal 2002, 2001 and
2000 included $.3 million in each year for reversals of prior years' accruals relating to performance
shares.

1982 Plan:

Under the 1982 plan, options were granted at the market value on the date of grant, were
exercisable after one year of employment following the date of grant and expire ten years after grant.
Since the 1982 Plan expired in June 1992, no options are cutstanding.

1977 Plan:

Under the 1977 plan, which is still in effect, options are granted at the market value on the date of
grant, are exercisable after one year of employment following the date of grant and expire ten years
after grant. At June 30, 2002 and 2001, 23,660 shares and 18,160 shares, respectively, were reserved for
options which may be granted under the 1977 plan.

Carpenter has a stock-based compensation plan which provides for the granting of stock options
and other market-based units to non-employee Directors. Options are granted at the market value on the
date of the grant and are exercisable after one year of Board service following the date of grant. Options
expire ten years after the date of grant. At June 30, 2002 and 2001, 209,000 and 246,000 shares,
respectively, were reserved for options which may be granted under this plan.
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15. Stock-Based Compensation (continued)
Option Activity:

Number Weighted Average

of Shares Exercise Price
Balance at June 30, 1899 ... ... ... ... ... 1,721,744 $35.65
Granted ... . o 371,000 20.41
EXETCISEA - -« e v v et e e e e e et e e e (6,340) 24.67
Cancelled ...... ... i (10,120) 28.37
Balance at June 30,2000 ............ ... ... .. ... . ... . 2,076,284 $32.99
Granted . . ... e 495,400 29.92
EXETCISEA . .. v oottt e e et (154,230) 924.79
Cancelled ....... .. i i (77,377 33.68
Balance at June 30,2001 ........ ... .. ... ... ... ... 2,340,077 $32.86
Granted . ... ..o 633,300 23.31
Exercised . ... . {144,900) 21.15
Cancelled ....... ... (32,780) 32.25
Balance at June 30,2002 ........ ... ... ... ... ... ... 2,795,697 $31.33
Outstanding and Exercisable Options:
Weighted Weighted Weighted
Number Average Average Number Average
Exercise Price Outstanding Remaining Exercise Exercisable Exercise
Range at 06/30/02 Life Price at 06/30/02 Price
$19 — $30 1,442,142 8.06 $24.95 809,842  $26.23
$30 — $40 810,255 6.52 31.61 810,255 31.61
$40 — $51 _243_,30_0 5.53 47.82 543,300 47.82
2_,795,_697 $31.33 2,163,397  $33.67

Of the options outstanding at June 30, 2002, 2,341,895 relate to the 1993 plan, 259,300 relate to the
1977 plan and 194,502 relate to the plan for non-employee Directors.

The following table provides additional information regarding Carpenter’s equity compensation
plans: v
Number of securities

remaining available
for future issuance

Number of securities Weighted-average under equity
to be issued upon exercise price of compensation plans
exercise of outstanding (excluding
outstanding options, options, warrants securities reflected
Plan Category warrants and rights and rights in first column)

Equity compensation plans
approved by security holders ... 2,795,697 $31.33 1,083,763
Equity compensation plans not .
approved by security holders . .. —

Total ....... ... . il 2,795,697 $31.33 1,083,763
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15. Stock-Based Compensation {continued)

Carpenter accounts for its stock option plans in accordance with APB Opinion 25, “Accounting for
Stock Issued to Employees”, and related interpretations. Under APB Opinion 25, no compensation cost
is recognized because the exercise price of Carpenter’s employee stock options equals the market price
of the underlying stock at the date of the grant. Had compensation cost for Carpenter’s stock option
plans been determined based on the fair value at the grant date for awards in accordance with SFAS
123, “Accounting for Stock-based Compensation”, additional expense, after tax, of $2.7 million ($.12
diluted earnings per share), $0.8 million ($.04 diluted earnings per share) and $1.8 million ($.08 diluted
earnings per share), would have been recorded in fiscal 2002, 2001 and 2000, respectively.

These pro-forma adjustments were calculated using the Black-Scholes opticn pricing model to
value all stock options granted since July 1, 1996.

A summary of the assumptions and data used in these calculations follows:

2002 2001 2000

Weighted average exercise price of options exercisable ......... $ 33.67 $ 33.65 $ 35.73
Weighted average fair value per share of options .............. $ 515 $ 709 $ 374
Fair value assumptions:

Risk-freeinterestrate ............. .o iiviriiinnann... 4.3% 4.9% 6.5%

Expectedvolatility ............. .. . .. i 36.1% 32.7% 28.6%

Expectedlifeofoptions ............ ... ... i, 5years b5years b years

Expected dividends ......... R P 5.9% 4.4% 6.5%

18. Employee Stock Ownership Plan

Carpenter has a leveraged employee stock ownership plan (“ESOP”) to assist certain employees
with their future retiree medical obligations. Carpenter issued 461.5 shares of convertible preferred
stock in fiscal 1992 at $65,000 per share to the ESOP in exchange for a $30.0 million, 15-year 9.345% note
which is included in the stockholders’ equity section of the consolidated balance sheet as deferred
compensation. The preferred stock is recorded net of related issuance costs.

Principal and interest obligations on the note are satisfied by the ESOP as Carpenter makes
contributions to the ESOP and dividends are paid on the preferred stock. As payments are made on the
note, shares of preferred stock are allocated to participating employees’ accounts within the ESOP.
Carpenter contributed $1.8 million in fiscal 2002, $1.7 million in fiscal 2001 and $1.6 million in fiscal 2000
to the ESQP. Compensation expense related to the plan was $1.4 million in fiscal 2002, $1.5 million in
fiscal 2001 and $1.6 million in fiscal 2000.

As of June 30, 2002, the ESOP held 388.4 shares of the convertible preferred stock, consisting of
234.4 allocated shares and 154.0 unallocated shares. Each preferred share is convertible into at least
2,000 shares of common stock. There are 776,832 common shares reserved for issuance under the ESOP
at June 30, 2002. The shares of preferred stock pay a cumulative annual dividend of $5,362.50 per share,
are entitled to vote together with the common stock as a single class and have 2,600 votes per share. To
the extent permitted by the ESOP and its trustee, the stock is redeemable at Carpenter’s option at
$65,000 per share.
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Supplemental Data
2002 2001 2000
(in millions)
Cost Data:
Research and development costs ...............coviiiiiiinnnnon... $12.9 $14.7 $144
Repairs and maintenance Costs ............ooiiiiiiiinnininnnenn... $52.2 $59.8 $58.7
Cash Flow Data:
Cash paid during the year for:
Interest payments, net of amounts capitalized ................... $32.3 $39.8 $334
Income tax payments (refunds), net ................coooeeunnn.. $(6.1) $(2.8) $12.0
Non-cash investing and financing activities:
Debt assumed in business acquisitions . ........... ... .. ... ... $— $— 816
Property, plant and equipment exchanges ....................... $3— $— $34
Income Taxes

Provision (benefit) for income taxes-consisted of the following:

2002 2001 2000

(in millions)

Current:

Federal . ... it e e $(18.1) $ 6.0 $124

17 7 - U N (1.0) 24 1.6

Foreign ... ..o i 2.6 3.7 2.7
Deferred:

Federal ... ... ... . . e 72 112 9.7

S AL .\t e e e 20 (0.1H 02

Foreign ... ... e — — —

$ (7.3) $23.2 826.6

The operating loss generated in fiscal 2002 was carried back to prior years, and the tax benefit was
recorded as a current asset on the consolidated balance sheet. The fiscal 2001 income tax benefit
resulting from recording the cumulative effect on prior years due to the SAB 101 accounting change was

$9.4 million.

The following is a reconciliation of the United States statutory federal income tax rate to the actual

effective income tax rate:

2002 2001 2000
(% of pre-tax income <loss>)

Statutory federal incometaxrate .............ccoviiiiinenin.n (85.0%0) 35.0%  35.0%
Research and developmentcredits . ........................ (12.0) — —_—
State income taxes, net of federal tax benefit . ............... 4.1 3.3 1.7
Foreign tax differential . . ........... ... .. ... . ... 3.0 0.2) 0.7
Nontaxableincome ............ ... ..o, (14.7) (2.8) (0.5)
Goodwill amortization ............ .. ... ..o o — 5.1 2.4
Goodwill writedown . ......... ... i — 4.1 —
Settlement of prior years’ taxissues ....................... — 4.8) 4.49)
Other,net ... i i i e 0.3) — (1.6)

Effective incometaxrate .......... ... ... it i (54.9%) 39.7%  33.3%
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18. Income Taxes (continued)

Deferred taxes are recorded based upon temporary differences between financial statement and
tax bases of assets and liabilities. The following deferred tax liabilities and assets were recorded as of
June 30, 2002 and 2001:

2002 2001
(in millions)
Deferred tax liabilities:
Depreciation . ....... ...t e $172.3 $166.6
Prepaid pension cost .......... ... it e 96.6 89.7
Intangible assets . ...... ... i 10.8 11.5
INVENtOrIeS . ..ot e e e 115 11.8
O her . .o e 9.5 6.4
Total deferred tax liabilities ........... ... .. .. ..., 3007 286.0
Deferred tax assets:
Postretirement provisions ............c.. i i e 67.0 62.5
Alternative Minimum Tax credit ® .. ... ... ... ... ... ... ... ...... 6.8 6.8
Net operating lossbenefit ® ... ... . ... ... ... . .. . ... 6.6 6.6
Other reserve proviSions . ...........ittiien et 34.1 34.1
Valuation allowance (® . . ... ... . .. e 2.0) @39
Total deferred tax assets . .......ccouiiiiiiii i 1125 106.1
Net deferred tax liability . ....... ..ttt $188.2 $179.9

@  The Alternative Minimum Tax credit of $6.8 million can be carried forward indefinitely.

®  As of June 30, 2002, subsidiaries of the Company had available tax net operating losses that can be
carried forward to future years. Of the $6.6 million net operating loss benefit, $3.1 million expires in
2017 and the remaining $3.5 million is attributable to a foreign subsidiary that has an unlimited
carry forward period.

(© A valuation allowance is recorded when it is more likely than not that the net deferred tax asset
will not be realized.

19. Business Segments and Geographic Data

Carpenter is organized on a product basis: Specialty Alloys Operations, Titanium, Carpenter
Powder Products and Engineered Products. For segment reporting, the Specialty Alloys Operations,
Titanium and Carpenter Powder Products segments have been aggregated into one reportable segment,
Specialty Metals, because of the similarities in products, processes, customers, distribution methods
and economic characteristics.

Specialty Metals includes the manufacture and distribution of stainless steels, titanium, high
temperature alloys, electronic alloys, tool steels and other alloys in billet, bar, wire, rod, strip and
powder forms. Specialty Metals sales are distributed directly from Carpenter’s production plants and its
distribution network and through independent distributors.

Engineered Products includes structural ceramic products, ceramic cores for the casting industry,
metal-injection molded products, tubular metal products for nuclear and aerospace applications,

custom shaped bar and ultra hard wear materials.
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19. Business Segments and Geographic Data (continued)

Effective July 1, 2001, management changed the basis for measuring the business segment’s profits
to allocate additional corporate costs to the business segments, to allocate pension credits to the
business segments to offset an expense for the postretirement benefit plans and other underfunded
defined benefit pension plans charged to the operating segments, to show separately the remaining net
pension credit, and to show separately other income and expense, net. All segment data for fiscal 2001
and 2000 have been restated to reflect the current segment reporting structure. Sales between the
segments are generally made at market-related prices.

The accounting policies of both reportable segments are the same as those described in the
Summary of Significant Accounting Policies.

The net pension credit represents the income relating to Carpenter's overfunded defined benefit
pension plan less the expense for the postretirement benefit plans and the other underfunded defined
benefit pension plans. The corporate costs primarily represent the unallocated portion of the operating
costs of the finance, law and human resource departments as well as the corporate management staff.
Other income, net, includes non-operating income and expense components, such as tariffs received
from the U.S. Customs Department, interest income, gains and losses from sales of fixed assets, and
market valuation adjustments of investments in life insurance policies. Corporate assets are primarily
domestic cash and cash equivalents, prepaid pension cost, corporate-owned life insurance and
corporate plant, equipment and software.

Carpenter’s sales are not materially dependent on a single customer or a small group of customers.

Geographic Data

2002 2001 2000
(in millions)
Net sales:(®
United States ..o vttt $ 7280 $10799 $ 8994
BULOPE . o 142.2 130.9 1064.4
MEeXACO ot e e e 45.3 52.6 49.8
Canada . ... 20.3 21.4 22.3
ASIa Pacific .. ... e 26.3 24.0 19.8
L1 1 =3 15.0 156.3 13.4
Consolidated Net Sales ... ...t iiit i $ 9771 $1,324.1 $1,109.1
Long-lived assets:
United States . .....oiiii i e e $1,066.5 $1,181.9 41,2105
BUrODE .. e 18.0 23.9 25.9
MEeXiCO . i e e e 6.6 14.1 13.2
Canada . ... e e 04 0.7 0.8
AsiaPacific ....... . . e e 104 104 10.9
10 /1 =3 o P 1.7 14 1.6
Consolidated long-lived assets .............c....ccvvivvnnn... $1,103.6 $1,2324 $1,262.9

(@ Net sales are attributed to countries based on the location of the customer.
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19. Business Segments and Geographic Data (continued)
Segment Data

2002 2001 2000
(in millions)
Net sales:
Specialty Metals .............iiitinriii it $ 850.8 31,1686 $ 980.5
Engineered Products .............. ...l 128.5 156.9 131.6
INTErSEgMENt .. ...ttt e 2.2) (1.49) 3.0)
Consolidatednet sales . ..........c.viviierrreneenneeninns $ 9771 $1,324.1 $1,109.1
Operating results:
Specialty Metals ...........ooiriiiintiii i $ 129 $ 988 $ 79.0
Engineered Products ...............cooiiiiiiiiii i 10.5 15.7 7.1
Netpensioncredit . ... ..ottt e 17.1 40.3 36.4
Corporate CoStS . . ...ttt e e (19.7) (20.8) (22.5)
INterest eXPeNSe . ..o\ttt e e (34.6) (40.3) (334)
Specialcharge .......... ... i e — (37.6) —
Otherincome, net . ... ittt 0.5 2.3 133
Consolidated income (loss) before income taxes and
cumulative effect of accounting changes ................ $ (133) $ 584 $ 799
Total assets:
Specialty Metals ......... ... it $1,057.7 $1,3102 $1,378.3
Engineered Products .......... ... i, 90.4 102.2 122.8
COTPOrate SSEES .. v v ittt et e e ettt et 3314 279.1 244.8
Consolidated total assets ...............ccoveviinnnnns.. $1,479.5 $1,691.5 $1,745.9
Depreciation:
Specialty Metals ............c.coi ittt $ 481 $ 451 $ 428
Engineered Products ............ ... i 49 6.4 6.1
L0 y oY) 1 3.5 4.1 4.2
Consolidated depreciation . .............................. $ 565 $ 5566 $ 531
Amortization:
Specialty Metals ......ooviiiiineini i $ 96 $ 135 $ 117
Engineered Products ............c. . it 0.8® 2.3 24
L0 o) 1 /O 0.8® 1.1 1.1
Consolidated amortization . . ...............covetinens. $ 112® ¢ 169 $ 152
Capital expenditures, including software:
Specialty Metals ............... it $ 211 $ 406 $ 847
Engineered Products .............. ... .o i, 3.9 8.2 7.8
L) o) -1 /A 1.7 1.7 12,5
Consolidated capital expenditures, including software ...... $ 267 $ 505 $ 105.0
® Pursuant to SFAS 142, effective July 1, 2001, goodwill is no longer being amortized. Total fiscal 2001
goodwill amortization was $6.7 million; $5.6 million related to Specialty Metals, while $1.1 million
related to Engineered Products. See note 6 to the consolidated financial statements.
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20. Acquisitions of Businesses

During fiscal years 2002 and 2001, Carpenter did not acquire any businesses. On February 1, 2000,
Carpenter acquired the Anval Group, a powder metal producer based in Torshilla, Sweden, at a cost of
$7.0 million in cash, including acquisition costs, and assumed Anval’'s debt with a fair market value of
$1.6 million. This acquisition was accounted for by the purchase method of accounting; accordingly, the
purchase price included $3.5 million of goodwill. During fiscal 2002, there was a $2.8 million decrease to
this goodwill due to a change in estimate relating to the realization of certain tax assets. Deferred tax
liabilities included in the allocation totaled $.6 million. The pro-forma impact of the acquisition was not
material.
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SUPPLEMENTARY DATA

Quarterly Financiai Data (Unaudited)

Quarterly sales and earnings results are usually influenced by seasonal factors. The first fiscal
quarter (three months ending September 30) is typically the lowest because of annual plant vacation
and maintenance shutdowns in this period by Carpenter and by many of its customers. This seasonal
pattern can be disrupted by economic cycles or special accounting adjustments. The second half of the
fiscal year is typically stronger than the first half. However, the timing of major changes in both the
general economy and the markets for Carpenter’s products, as occurred in fiscal 2002, can alter this
pattern. The tragic events of September 11th and the corresponding effects on many economic drivers,
as well as weaker demand, especially in the aerospace and power generation markets, and a leaner
product mix contributed to net sales being much lower than normal in the fourth quarter of fiscal 2002
(three months ended June 30). Over the longer time frame, the historical patterns generally prevail.

First Second Third Fourth
Quarter Quarter Quarter Quarter

(dollars and shares in millions, except
per share amounts)

Results of Operations \

Fiscal 2002(=
Netsales ..ot i e e e $251.1 $2482 $250.2 $227.6
GIOSS PIOfIES « .« v v vt vttt et e e e et $ 528 $ 466 $ 280 $ 355
Income (loss) before cumulative effect of accounting change ... $ 59 $ 35 $(05) $ (4.9
Cumulative effect of accountingchange ..................... (112.3) —_ — —
Netincome (J0SS) ..ottt $(106.4) $ 35 $(105) $ (49
Fiscal 2001
Net SAlES o\ttt $293.1 $292.2 $297.3 $441.5
Gross pProfits . ...t e e $ 716 $667 $662 $ 816

Income (loss) before cumulative effect of accounting change ... $ 1563 $ 134 $ 105 §$ (4.0)
Cumulative effect of accounting change, net of $9.4 million

2 (14.1) — — —
Netincome (JOSS) «.vvvnieeriee e, $ 12 $134 $105 $ (4.0
Earnings per common share
Fiscal 2002

Basic earnings
Income (loss) before cumulative effect of accounting

change ... ... e $ 024 $0.14 3(049) $(0.24)
Cumulative effect of accounting change ................... (6.06) — — —
Netincome (I0SS) ... vvveei e et $ (482) $ 014 $(0.49) $(0.29)

Diluted earnings
Income (loss) before cumulative effect of accounting

change ... e e $ 024 $0.14 $(049) $(0.24)
Cumulative effect of accounting change ................... (6.06) — — -
Netincome (I0SS) .. ..oveirittn i i et $(482) $ 014 $(049) $(0.29)
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Fiscal 2001
Basic earnings

Income (loss) before cumulative effect of accounting change . ... .. $0.68 $0.59 $0.46 $(0.20)
Cumulative effect of accounting change ........................ 064) — — —
Netincome (10SS) . - . v oottt et e et e $ 004 $0.59 $0.46 $(0.20)
Dilutedearnings . . ......c..iiii i i e e e
Income (loss) before cumulative effect of accounting change ...... $ 066 $0.58 $0.45 $(0.20)
Cumulative effect of accounting change ........................ 0.62) — — —
Net inCome (I0SS) - ..o oottt ir e ettt et e et e $0.04 $0.58 $0.45 $(0.20)
Weighted average common shares cutstanding (in millions)
Fiscal 2002
BaSIC ... e e 222 222 222 223
Diluted .. ..o e 230 230 222 223
Fiscal 2001
BasIC ... e e 22.0 220 221 221
Diluted . ... e 229 230 230 221

(a) The first quarter of fiscal 2002 includes a cumulative effect of an accounting change relating to goodwill impairment of $112.3
million or $5.06 per diluted share. See note 6 to the consolidated financial statements included in Item 8. “Financial
Statements and Supplementary Data”. The third quarter of fiscal 2002 includes a $6.5 million pre-tax charge to earnings ($.19
per basic and diluted share) due to reductions in LIFO-valued inventories, while the fourth quarter of fiscal 2002 includes a,
$2.5 million pre-tax charge to earnings ($.07 per basic and diluted share) due to reductions in LIFO-valued inventories. See
note 4 to the consolidated financial statements included in Item 8. “Financial Statements and Supplementary Data”.

(b) Fiscal 2001 reflects the adoption of SAB 101 (Revenue Recognition in Financial Statements) during the fourth quarter,
effective July 1, 2000, and the restatement of the first, second and third quarters of fiscal 2001. The fourth quarter of fiscal
2001 includes a special charge of $37.6 million ($24.4 million after-tax or $1.09 per diluted share) related principally to the
realignment of Special Alloys Operations, planned divestitures of certain Engineered Products Group businesses and a loss on
the disposal of the Bridgeport, Connecticut site. See note 3 to the consolidated financial statements included in Item 8.

“Financial Statements and Supplementary Data”.

ltem 9. Disagreements on Accounting and Financial Disclosure
Not Applicable
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PART i

Iltem 10. Directors and Executive Officers of the Registrant
The information required as to directors is incorporated herein by reference to the fiscal 2002
definitive Proxy Statement under the caption “Election of Directors”.

Information concerning Carpenter’s executive officers appears in Part I of this Annual Report on
Form 10-K.

item 11. Executive Compensation

The information required by this item is incorporated herein by reference to the fiscal 2002
definitive Proxy Statement under the caption “Executive Compensation”.

ltem 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this item is incorporated herein by reference to the fiscal 2002
definitive Proxy Statement under the captions “Security Ownership of Certain Beneficial Owners” and
“Security Ownership of Management”.

item 13. Certain Relationships and Related Transactions

Not applicable




PART iV

{tem 14, Exhibits, Financial Statement Schedules, and Reports on Form 8-K
(a) Documents Filed as Part of this Report:

(1) The following consolidated financial statement schedule should be read in conjunction with the
consolidated financial statements (see Item 8. “Financial Statements and Supplementary Data”):

Report of Independent Accountants on Financial Statement Schedule
Schedule II—Valuation and Qualifying Accounts

All other schedules are omitted because they are not applicable or the required information is
contained in the consolidated financial statements or notes thereto.
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Report of Independent Accountants on
Financial Statement Schedule

To the Board of Directors of
Carpenter Technology Corporation:

Our audits of the consolidated financial statements referred to in our report dated September 3,
2002, appearing herein also included an audit of the financial statement schedule listed in Item 14(a)(1)
of this Form 10-K. In cur opinion, this financial statement schedule presents fairly, in all material
respects, the information set forth therein when read in conjunction with the related consolidated

financial statements.
W 52/

PricewaterhouseCoopers LLP
Philadelphia, Pennsylvania
September 3, 2002

(2) The following documents are filed as exhibits:

3. Articles of Incorporation and By-Laws
4. Instruments Defining the Rights of Security
Holders, Including Indentures
10. Material Contracts
12. Computation of Ratios of Earnings to Fixed Charges (unaudited)
21. Subsidiaries of the Registrant
23. Consent of Experts and Counsel
24. Powers of Attorney
99. Additional Exhibits

{b) Reports on Form 8-K:

There were no Current Reports on Form 8-K filed by Carpenter during the last quarter of the period
covered by this report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized.

CARPENTER TECHNOLOGY CORPORATION

By:

Terrence E. Geremski
Senior Vice President—Finance &
Chief Financial Officer

Date: September 23, 2002

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
by the following persons on behalf of the registrant in the capacities and on the dates indicated.

Signature Title Date
Chairman and Chief Executive September 23, 2002
Dennis M. Draeger Officer and Director (Principal

Executive Officer)

M President and Chief Operating September 23, 2002
Officer and Director

Robert J. Torcolini

Senior Vice President—Finance & September 23, 2002

Terrence E. Geremski Chief Financial Officer
W /: . W Vice President and Corporate September 23, 2002
Richard D. Chamberlain Controller (Principal Accounting
Officer)
* Director September 23, 2002

Marcus C. Bennett

* Director September 23, 2002
William S. Dietrich IT

* Director September 23, 2002
J. Michael! Fitzpatrick
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* Director September 23, 2002
Marillyn A. Hewson

* Director September 23, 2002
William J. Hudson, Jr.

* Director September 23, 2002
Robert J. Lawless

* Director September 23, 2002
Marlin Miller, Jr.
* Director September 23, 2002

Robert N. Pokelwaldt

* Director September 23, 2002
Gregory A. Pratt

* Director September 23, 2002
Peter C. Rossin

* Director September 23, 2002
Kathryn C. Turner

* Director September 23, 2002
Stephen M. Ward, Jr.

* Director September 23, 2002
Kenneth L. Wolfe

Original Powers of Attorney authorizing John R. Welty or Terrence E. Geremski to sign this Report on
behalf of: Marcus C. Bennett, William S. Dietrich II, J. Michael Fitzpatrick, Marillyn A. Hewson, William
J. Hudson, Jr., Robert J. Lawless, Marlin Miller, Jr., Robert N. Pokelwaldt, Gregory A. Pratt, Peter C.
Rossin, Kathryn C. Turner, Stephen M. Ward, Jr. and Kenneth L. Wolfe are being filed with the Securities
and Exchange Commission.

By:

John R. Welty
Attorney-in-fact
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L
2.

CERTIFICATIONS OF PERIODIC REPORTS PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

CERTIFICATION

1, Dennis M. Draeger, Chairman and Chief Executive Officer of Carpenter Technology Corporation,
certify that:

I have reviewed this Annual Report on Form 10-K of Carpenter Technology Corporation;

Based on my knowledge, this Annual Report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the
period covered by this Annual Report; and

Based on my knowledge, the financial statements, and other financial information included in
this Annual Report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this Annual

Dennis M. Draeger
Chairman and Chief Executive Officer

Date: September 23, 2002

CERTIFICATION

I, Terrence E. Geremski, Senior Vice President—Finance & Chief Financial Officer of Carpenter
Technology Corporation, certify that:

L
2.

I have reviewed this Annual Report on Form 10-K of Carpenter Technology Corporation;

Based on my knowledge, this Annual Report does not contain any untrue statement of a
material fact or omit to state a material fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the
period covered by this Annual Report; and

Based on my knowledge, the financial statements, and other financial information included in
this Annual Report, fairly present in all material respects the financial condition, results of
operations and cash flows of the registrant as of, and for, the periods presented in this Annual
Report.

Date: September 23, 2002

Terrence E. Geremski
Senior Vice President—Finance & Chief
Financial Officer
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CERTIFICATION OF PERIODIC FINANCIAL REPORTS PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Carpenter Technology Corporation (the “Issuer”) on Form
10-K for the fiscal year ended June 30, 2002, as filed with the Securities and Exchange Commission on
the date hereof (the “Periodic Report”), I, Dennis M. Draeger, Chairman and Chief Executive Officer of
the Issuer, and I, Terrence E. Geremski, Senior Vice President—Finance & Chief Financial Officer of the
Issuer, each hereby certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that the Periodic Report containing the financial statements fully complies
with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and that
information contained in the Periodic Report fairly presents, in all material respects, the financial
condition and result of operations of the Issuer.

Dennis M. Draeger Terrence E. Geremski'
Chairman and Chief Executive Officer Senior Vice President—Finance & Chief
Financial Officer

Date: September 23, 2002
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CARPENTER TECHNOLOGY CORPORATION
SCHEDULE ii. VALUATION AND QUALIFYING ACCOUNTS

(in millions)
Column A Column B Column C—Additions Column D Column E
Balanceat Chargedto  Charged Balance at
Beginning Costs & to Other End
Dicri_[_l_t.i_o_l-l of Period Expenses Accounts® Deductions®  of Period
Year ended June 30, 2002
Allowance for doubtful accounts
receivable ................ ... ... ..., $2.3 $2.6 $— $(2.3) $2.6
Year ended June 30, 2001
Allowance for doubtful accounts
receivable ........................... $2.2 $0.8 $04 $(L.1) $2.3
Year ended June 30, 2000
Allowance for doubtful accounts
receivable . ........ ... $1.9 $1.0 $0.1 $2.2

M

@

509

|
|
|
|

Includes beginning balances of acquired businesses and recoveries of accounts previously written
off, net of colléection expenses.
Doubtful accounts written off.
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Exhibit
No.

3.

10.

EXHIBIT INDEX

Title

Articies of incorporation and By-Laws

Restated Certificate of Incorporation is incorporated herein by reference to Exhibit
3 of Carpenter’s Form 10-Q Quarterly Report for the quarter ended September 30,
1998.

By-Laws, amended as of October 22, 2001, are incorporated herein by reference to
Exhibit 3B to Carpenter’s 10-Q Quarterly Report for the quarter ended September 30,
2001.

Instruments Defining Rights of Security Holders, Including Indentures

Restated Certificate of Incorporation and By-Laws set forth in Exhibit Nos. 3A and
3B, above.

Rights Agreement relating to Rights distributed to holders of Carpenter’s Stock,
amended as of June 12, 2000, is incorporated herein by reference to Exhibit 4B of
Carpenter’s 2001 Annual Report on Form 10-K.

Carpenter’s Registration Statement No. 333-44757, as filed on Form S-3 on January
22, 1998, and amended on February 13, 1998, with respect to issuance of Common
Stock and unsecured debt is incorporated herein by reference.

Prospectus, dated February 13, 1998 and Prospectus Supplement, dated March 31,
1998, File No. 33344757, with respect to issuance of $198,000,000 of Medium-term
Notes are incorporated by reference.

Indenture dated as of January 12, 1994, between Carpenter and U.S. Bank Trust
National Association, formerly known as First Trust of New York, National
Association, as successor Trustee to Morgan Guaranty Trust Company of New York,
related to Carpenter’s i) $100,000,000 of unsecured Medium-term Notes registered
on Registration Statement No. 33-51613 and ii) $198,000,000 of unsecured Medium-
term Notes registered on Registration Statement No. 33344757 is incorporated by
reference to Exhibit 4(c) to Carpenter’s Form S-3 filed January 6, 1994.

Forms of Fixed Rate and Floating Rate Medium-term Note, Series B are
incorporated by reference to Exhibit 20 to Carpenter’s Current Report on Form 8-K
filed on April 15, 1998.

Pricing Supplements No. 1 through 25 dated and filed from April 2, 1998 to June 11,
1998, supplements to Prospectus dated February 13, 1998 and Prospectus
Supplement dated March 31, 1998, File No. 333-44757 with respect to issuance of
$198,000,000 of Medium-term Notes are incorporated herein by reference.

Carpenter’s Registration Statement No. 333-71518 as filed on Form S4 on October
12, 2001, and amended on November 29, 2001, with respect to an offer to exchange
$100,000,000 of Medium-term Notes is incorporated herein by reference.

Material Contracts

Agreement and Plan of Merger dated January 6, 1997, by and among Dynamet
Incorporated, Stockholders of Dynamet Incorporated and Carpenter is attached as
an Exhibit to this Annual Report on Form 10-K.




Exhibit
No,

Titie

Supplemental Retirement Plan for Executive Officers, amended as of January 1,
2001, is incorporated herein by reference to Exhibit 10B of Carpenter’s 2001 Annual
Report on Form 10-K.

Management and Officers Capital Appreciation Plan, an Incentive Stock Option
Plan, amended as of April 26, 2001, is incorporated herein by reference to Exhibit
10C of Carpenter’s 2001 Annual Report on Form 10-K.

Incentive Stock Option Plan for Officers and Key Employees, amended as of August
9, 1990, is incorporated herein by reference to Exhibit 10D to Carpenter’s 2000
Annual Report on Form 10-K.

Deferred Compensation Plan for Non-management Directors of Carpenter
Technology Corporation, amended as of December 7, 1995, is incorporated herein
by reference to Exhibit 10E of Carpenter’s 2001 Annual Report on Form 10-K.

Deferred Compensation Plan for Corporate and Division Officers of Carpenter
Technology Corporation, amended as of January 1, 1998, is attached as an Exhibit to
this Annual Report on Form 10-K.

Executive Annual Compensation Plan, amended as of July 1, 2002 is attached as an
Exhibit to this Annual Report on Form 10-K.

Stock-Based Incentive Compensation Plan For Non-Employee Directors, amended
as of April 26, 2001, is incorporated herein by reference to Exhibit 10H to
Carpenter’s Annual Report on Form 10-K.

Officers’ Supplemental Retirement Plan of Carpenter Technology Corporation,
restated as of December 9, 1993, is incorporated herein by reference to Exhibit 10-1
to Carpenter’s 2000 Annual Report on Form 10-K.

Trust Agreement between Carpenter and the Chase Manhattan Bank, N.A., dated
September 11, 1990 as amended and restated on May 1, 1997, relating in part to the
Supplemental Retirement Plan for Executive Officers, Deferred Compensation Plan
for Corporate and Divisicn Officers and the Officers’ Supplemental Retirement Plan
of Carpenter Technology Corporation is attached as an Exhibit to this Annual
Report on Form 10-K.

Form of Indemnification Agreement, entered into between Carpenter and each of
the directors and the following executive officers: Dennis M. Draeger, Terrence E.
Geremski, Robert W. Lodge, Michael L. Shor, Robert J. Torcolini and John R. Welty
is incorporated herein by reference to Exhibit 10K to Carpenter’s 2000 Annual
Report on Form 10-K.

Stock-Based Incentive Compensation Plan for Officers and Key Employees,
amended as of June 27, 2002, is attached as an Exhibit to this Annual Report on
Form 10-K.

Carpenter Technology Corporation Change of Control Severance Plan, adopted
April 26, 2001, is incorporated herein by reference to Exhibit 10M of Carpenter’s
2001 Annual Report on Form 10-K.

Form of amended and restated Special Severance Agreement entered into between
Carpenter and each of the following executive officers: Terrence E. Geremski,
Michael L. Shor and Robert J. Torcolini is incorporated herein by reference to
Exhibit 10N of Carpenter’s 2001 Annual Report on Form 10-K.
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Exhibit
No.

Title

Form of amended and restated Special Severance Agreement entered into between
Carpenter and each of the following executive officers: Dennis M. Draeger, Robert
W. Lodge and John R. Welty is incorporated herein by reference to Exhibit 100 of
Carpenter’s 2001 Annual Report on Form 10-K.

Trust Agreement between Carpenter and the Chase Manhattan Bank, N.A., dated
December 7, 1990 as amended and restated on May 1, 1997, relating in part to the
Directors’ Retirement Plan and the Deferred Compensation Plan for Non-
management Directors, is attached as an Exhibit to this Annual Report on Form 10-
K.

Five-Year Revolving Credit Agreement dated as of November 20, 2001 among
Carpenter and certain of its subsidiaries as Borrowers and with First Union National
Bank, JP Morgan Chase Bank and a number of other financial institutions as Lenders
is incorporated herein by reference to Exhibit 10 of Carpenter’s Form 10-Q for the
quarter ended December 31, 2001.

Amendment dated September 3, 2002, to Five-Year Revolving Credit Agreement
dated November 20, 2001 among Carpenter and certain of its subsidiaries as
Borrowers and with Wachovia Bank, National Association (successor to First Union
National Bank), JP Morgan Chase Bank and a number of other financial institutions
as Lenders is attached as an Exhibit to this Annual Report on Form 10-K.

364-Day Revolving Credit Agreement dated as of November 20, 2001 among
Carpenter and certain of its subsidiaries as Borrowers with First Union National
Bank, JPMorgan Chase Bank and a number of other financial institutions as Lenders
is incorporated herein by reference to Exhibit 10 of Carpenter’s Form 10-Q for the
quarter ended December 31, 2001.

364-Day Revolving Credit Agreement dated as of September 3, 2002 among
Carpenter and certain of its subsidiaries as Borrowers with Wachovia Bank, National
Association (successor to First Union National Bank), JP Morgan Chase Bank and a
number of other financial institutions as Lenders is attached as an Exhibit to this
Annual Report on Form 10-K.

Receivables Purchase Agreement dated as of December 20, 2001 among CRS
Funding Corp., Carpenter Technology Corporation, Market Street Funding
Corporation and PNC Bank, National Association is incorporated herein by
reference to Exhibit 10 of Carpenter's Form 10-Q for the quarter ended December
31, 2001.

Purchase and Sale Agreement dated as of December 20, 2001 between Carpenter
Technology Corporation and CRS Funding Corp. is incorporated herein by reference
to Exhibit 10 of Carpenter’s Form 10-Q for the quarter ended December 31, 2001.




Exhibit
No.

12.
21,
23.

24.

99.

Title
Computations of Ratios of Earnings to Fixed Charges (unaudited)
Subsidiaries of the Registrant

Consent of Experts and Counsel
Consent of Independent Accountants

Powers of Attorney
Powers of Attorney in favor of Terrence E. Geremski or John R. Welty

Additional Exhibits
Agreement to Furnish Debt Instruments
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MARCUS C. BENNETT

Retired Executive Vice President
and Chief Financial Officer
Lockheed Martin Corporation
Director, Lockheed Martin

WILLIAM S. DIETRICH II

Chairman

Dietrich Industries, Inc.,

a subsidiary of Worthington Industries;
and President

Mallard Fund, Inc.

DENNIS M. DRAEGER
Chairman and Chief Executive Officer

J. MICHAEL FITZPATRICK
President, Chief Operating Officer
and Director

Rohm and Haas Company

WILLIAM J. HUDSON JR.
Retired Vice Chairman and Director
AMP Incorporated

ROBERT J. LAWLESS

Chairman, President,

Chief Executive Officer and Director
McCormick + Company, Inc.
MARLIN MILLER JR.

Chairman, Chief Executive Officer
and Director

Arrow International, Inc.

B L

CORPORATE OFFICES
Carpenter Technology Corporation

ROBERT N. POKELWALDT
Retired Chairman,
Chief Executive Officer and Director

York International Corporation

GREGORY A. PRATT
Vice Chairman and Director
OAO Technology Solutions, Inc.

PETER C. ROSSIN
Former Chairman and
Chief Executive Officer
Dynamet Incorporated

ROBERT J. TORCOLINI
President and Chief Operating Officer

KATHRYN C. TURNER
Chairperson and

Chief Executive Officer
Standard Technology, Inc.

STEPHEN M. WARD JR.
General Manager,
Global Industrial Sector
IBM Corporation

KENNETH L. WOLFE

Retired Chairman of the Board,
Chief Executive Officer and Director
Hershey Foods Corporation

DENNIS M. DRAEGER
Chairman and Chief Executive Officer

TERRENCE E. GEREMSKI
Senior Vice President-Finance
and Chief Financial Officer

ROBERT W. LODGE
Vice President-Human Resources

MICHAEL L. SHOR
Senior Vice President-
Specialty Alloys Operations

ROBERT J. TORCOLINI
President and Chief Operating Officer

JOHN R. WELTY
Vice President,
General Counsel and Secretary

RICHARD D. CHAMBERLAIN
Vice President and
Corporate Controller

LAURA B. SCOTT
Vice President and
Chief Information Officer

JAIME VASQUEZ
Vice President and Treasurer

ADDITIONAL INFORMATION
To request another copy of Carpenter’s Form 10-K Annual Report,

write to:

1047 North Park Road

Wyomissing, Pennsylvania 19610

(610) 208-2000

STOCK EXCHANGE LISTING

Carpenter’s common stock is listed on the New York Stock Exchange
and is traded under the symbol CRS.

DIVIDEND POLICY

The declaration and payment of dividends is made at the diseretion
of Carpenter’s Board of Directors each quarter. Carpenter has paid
quarterly cash dividends on its coramon stock for 96 consecutive
years. In fiscal 2002, Carpenter paid $1.32 per share in dividends.

STOCKHOLDER INQUIRIES

Questions about transfer requirements, lost certificates, duplicate
mailings, address changes, account balances or tax data can

be directed to American Stock Transfer & Trust Company at
1-800-937-5449 (e-mail: inffo@amstock.com). Representatives are
available at the toll-free number Monday through Thursday, 8 a.m.
to 7 p.m.,, and Friday 8 a.m. to 5 p.m. (Eastern time). An automated
telephone systern is available 24 hours a day at 1-888-200-3170.

INVESTOR RELATIONS CONTACT

Stockbrokers, financial analysts and others desiring financial
information about Carpenter should contact Investor Relations
at (610) 208-2024.

Carpenter Technology Corporation

Vice President and Treasurer

1047 North Park Road

Wyomissing, Pennsylvania 19610
The Form 10-K report also is available from the Securities and
Exchange Commission Web site, www.sec.gov. Search the EDGAR
Archives using Carpenter’s keyword, 0000017843,
Carpenter's news releases, product announcements and a
database of technical information are available on Carpenter's Web
site, www.cartech.com™ For other company information, contact
Communications at (610) 208-3034 (e-mail: kmarshali@cartech.com).
Selected products can be purchased through www.carpenterdirect.com.”

INDEPENDENT ACCOUNTANTS
PricewaterhouseCoopers LLP

Two Commerce Square
Philadelphia, Pennsylvania 19103




OPERATING UNITS

AND SURSIDIARIES

COBPORBATE HEADQUARTERS
Wyonlssing. Pennsylvamnia

NORTH AMERICA

UNITED STATES
SPECIALTY ALLOYE OPBRATIONS
Allentown, Pennsylvania
Baolingbronk, [Mineods
Chicago, [Mlnols
Dungpelesee, Miehigan
1, Washinglon, Pennsylvania
Hartsville, South Caroling
Hermitage, Pennsyivania
Hongston, Tesas
s Angeles, California
0 rangeburg, Soulh Carolineg
Ranebho Cucnmongn, California
SRewding, Pennsylvania

SHALMET CORPORATION
=y ria, Ohlo
BOreigshurg, Pennsylvanio

TALLEY METALS TECHNOLO®Y, ING.
Har svible, South Caroling
Hermitage, Pennsylvania

BNGINEERBED PRODUCTS OPERATIONS
CARPENTER POWDER PRODUCTS INGC.
Allentown, Pennsylyania
[Bashimghyrenls, [Miols

Brldgoville, Pennsylvania
Downdee, Michigan
Hartsville. South Carolina
Hermitage, Pennsylvania
Howston, Tesas
Raneho Cucnmaonga, Californio
Reading, Peansylvanta

DYNAMET INCORPORATED
#(learvater, Florida

Stanion, California
*Washinglon, Pennsylvania

ENGINEERED PRODUCTS GROUP

CARPENTER ADVANCED CERAMIES INC,

*Aubwrn, California
Z-TECH DIVISioN
*Bow, New Hampshire

CARPENTER SPECIAL
PRODUECTS CORPORATION
=11 Cajon, California

CERTECH, INC.
arlstadt, New Jepsey
STwinsburg, Ohio
FWood - Ridge, New Jersey
FWilkes-Burre, Pennsylvania

PARMATECH CORPORATION
S[Petaluma, Californis

BATHBONE PRECISION METALS, INE.
almer, Massachosetls

CANADA
SPECIALTY ALLOYS OPERATIONS
Hisslssaugn, Onlario

MEXIC®
SPRCIALTY ALLOYS OPBRATIONS
GRUPO CARPENTER
TECHNOLOGY, 8.A. DE C.V.
Chiloabu
Cludad Junrez
Guadulnjars
Messien Cily
Maonierrey
Pagebla
Querdtare
Tolwea
Torredn

BNGINEBRED PRODUCTS OPBRATIONS
ENGINEERED PRODUCTS GROUP

CERAMICAS CARPENTER, 8.A. BE €.V,

tJuerdtars

EUROPE
SPRCIALTY ALLOYS OPBRATIONS
Brussels, Belglum
#rawley, England
Mibaoe, Dtealy
Parls, Franee
Redditel, Booglend
Dirsselder!, Germany
BNGINBERED PRODUCTS OPERATIONS
CARPENTER POWDER PROGDUETS INC.
Dasseldorf, Germany
“Thorshulla, Sweden
DYNAMET INCORPORATED
Brussels, Belgiom
ENGINEERED PRODUCTS GROUP
CERTECH INTERNATIONAL LTD.
& orby, Bngland
#*Derby, Bngloond
ASIA
SPECTALTY ALLOYS OPBRATIONS
Shngapore
RALYANI CARPENTER METAL CENTRES LTD.
Prones, Joaclim
RALYAN(-CARPENTER SPECIAL STEELS LTO.

=Punne, India
#Ranjangaon, India

AUSTRALIA

BNGINERERRED PRODUCTS OPBRATIONS
ENGINEERED PRODVETS BROVP
CARPENTER ADVANCED CERAMICS FTY. LTB.
SMonash, Sustealia

& Me ou ngffooaos i vgy

CARPENTER

Engineered Materlels for & Chenging

Wi
il 2%
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